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This monograph examines a broad range of current pricing problems in the
field of foreign economic cooperation of the CEMA countries: the economic
nature and functions of the prices of the international market of the CEMA
countries are revealed; the present system of contract prices is analyzed;
the peculiarities of price formation in the context of the integrational
forms of cooperation are described; and the author's position concerning

prospects for the further improvement of the contract price system is set
forth,
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Introduction

For a thousand years humanity has noted
the conformity to law in the phenomenon
of exchange and has striven to under-
stand and express it more precisely, to
verify its explanations by millions and
billions of observations of economic
life,

V. I. Lenin

The magnificent prospects for construction of communist and advanced social-
ist society outlined in the programmatic documents adopted by the congresses
of communist and worker parties of the CEMA member countries which took
place in 1975 and 1976 include as one of the most important political and
economic tasks further intensification of foreign economic cooperation among
the fraternal countries on the basis of socialist economic integration.

The Report of the CC CPSU to the 25th party congress, which has enriched the
theory and practice of scientific communism, spoke about the importance of
developing foreign economic relations among the (EMd countries with maximum
clarity: "We see foreign economic relations as an effective means toward
solving both political and economic problems. The might and solidarity of
the commonwealth of socialist countries are strengthened through the pro-
cesses of economic integration."1 The Politburo of the CC CPSU attributes
particular importance to the Comprehensive Program of Socialist Economic In-
tegration jointly adopted by the CEMA countries in 1971; it raises coopera-
tion to a higher level than the mere development of trade. As noted by Com-
rade L. I. Brezhnev: "Work to implement the Comprehensive Program has had
the result that even now our economic interaction has become considerably
more elaborate, and the mutual complementarity of the economies of our coun-
tries has increased--to the considerable benefit of each of them."2

In his presentation of the Report at the 7th Congress of the Polish United
Workers Party [PZPR], Comrade Edward Gierek, first secretary of the PZPR
Central Committee, called the process of intensification of socialist eco-
nomic integration an objective pattern in the present stage of the construc-
tion of socialism and communism in the CEMA countries. Going on to state

2
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this proposition in the concrete terms of the tasks of the Polish People's
Republic, he remarked: "Poland is in favor of expansion of this process, of
a transition to higher forms of cooperation on an ever broader front. We
have set ourselves the task of achieving at least a 3.5~fold growth of turn-
ovet with the CEMA member countries in the present decade., We are success-
fully performing this task. We have also set ourselves the task of increas-
ing the share of industrial cooperation in mutual economic relations. We
are also achieving substantial progress in this field as well. We are
striving to increase Poland's contribution to development of the entire com-
monwealth and to strengthen economic relations with the socialist countries
in every aspect."3

In his address at the 1llth Congress of the Bulgarian Communist Party [BCP]
Comrade Todor Zhivkov, first secretary of the BCP Central Committee, refer-
red to the task of expanding and strengthening Bulgaria's integration with
the fraternal socialist countries as one of the five most important problems
in building the advanced socialist society.

In spelling out this task Comrade Zhivkov said: "In the present stage it is
becoming very important to develop and coordinate the long~range strategy

in the socioeconomic policy of the CEMA member countries, a strategy which
would reflect the main trends in development of each country and of the en-
tire commonwealth as a whole."

In describing the sources of the success achieved by the Czechoslovak Commu-
nist Party [CPCZ] and by socialist Czechoslovakia, Comrade Gustav Husak,
general secretary of the CPCZ Central Committee, said in his address at the
15th party congress: 'We have always acted on the principle that the com-
prehensive development of socialist Czechoslovakia is inseparably bound up
with strengthening the might and unity of the socialist commonwealth." He
went on to say: "Our contribution to a further growth of the might and a
close interaction of the countries of the socialist commonwealth and to ac-
celeration of the process of socialist economic integration has also aug-
mented our own strength and enhanced the international prestige of the
Czechoslovak Socialist Republic."S

Unanimous recognition in the decisions of the congresses of the communist
and worker parties of the CEMA countries of the paramount significance of
socialist economic integration to the further expansion and strengthening of
mutual cooperation emphasizes the urgency of constantly invigorating the ef-
forts of science and practice aimed at improving the planned management of
the processes of integration. This applies first of all to the need to im-
prove the present mechanism of cooperation, which means the entire set of
organizational-and-legal forms which are used and the system of economic
methods and instruments that ensure effective management of development not
only of external relations among the CEMA countries themselves, but also the
spheres of the national economy which they interconnect.

3
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The great theoretical and practical importance of this problem led to the
geleoction of the principal aspect of the present study and the logical

- structure of the monograph which we offer. Its principal content is a con-
glderation in the broadest possible economic scope of the place and role of
the contract price system, which is one of the most active instruments in
the economic mechanism of cooperation and in the stimulation of intensive
and highly efficient production-technical and trade relations among the CEMA
countries in the period of socialist integration. At the same time the task
was set of tracing the impact in the opposite direction which the specific
features of economic cooperation have on prices in the context of integra-
tion, which imposes specific requirements, requirements concerning the char-
acter of price determination in particular. Another of the ultimate goals
of analyzing the problem of price formation that was borne in mind was to
attempt, at least to the point of posing the problem, to determine the pros-
pects for the further improvement of the contract price system in the stage
of soclalist economic integration.

In her study of this problem the author studied above all the abundant ex-
perience of the USSR Ministry of Foreign Trade--~the principal price setting
unit and center for devising the principles and methods used in price struc-
turing in the USSR's foreign trade with the CEMA countries. A thorough
analysis was made of the basic position on the issues of further improvement
of pricing contained in the Comprehensive Program of Socialist Economic In-
tegration. Use was also made of the substantial contribution made to devel-
opment of pricing theory and practice by the collective efforts of represen-
tatives of all the countries who for many years have cooperated through the
framework of the work group for prices, which is part of the Standing CEMA
Commission for Foreign Trade, the Conference of Heads of Price Agencles of
the CEMA Member Countries, the International Institute for the Economic
Problems of the World Socialist System, as well as by individual government,
planning and scientific institutions of those countries.

Much attention was paid to studying the materials of international scien-
tific conferences and symposia on pricing problems and also special mono-
graphs and periodicals in which many current pricing issues have been dis-
cussed very thoroughly. Even a mere listing of the authors of individual
articles and monographs provides convincing evidence of the great scientific
interest there is in the problems of pricing, an interest that has always
been present in the CEMA member countries.,

So, authors who have published in Bulgarian journals on a great variety of
problems in foreign trade pricing include such economists as Zh. Aroyo,

1. Vodenov, N. Velichkov, A. Zakhariev, G. Zhelev, V. Ivanova, B. Ilev,

V. Kalchev, S. Kodinov, S. Krystev, A. Lyutov, (Ye. Mateyev), M. Savor,

D. Stanoyev and Ts. Tsvetkov-Golubarev.

Among Hungarian authors who in their writing have taken up the problems of
pricing we should mention above all (Sh. Aush, F, Barta, I. Vintse, O. Gado,
F. Kozma, A. Marton, E. Nyul, D. Sakoltsai, Ya. Sit, M. Tardosh, K. Feldesh,
Sh. Tsaytler, B. Chikosh-Nad', Zh. Ese and E. Yavorka).
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The following have published in the GDR economics literature on price prob-
lems: (K, Ambra, G. Brendel, G. Bruder, G, Grebig, G. Kolmay, Kh. Mann,
V. Mayer, G. Nik, Ye, Taud and S. Tssherpe).

(Ye. Busyuk, D. Bozhik, A, Bodnar, S. Gura, M. Cusek, 7. Knyzyak, M, Me~
shichankovskiy, Yu. Payestka, Yu. Plovets, S. Polyachek, I, Putkovskiy,

Yu. Soldachuk and V. Shtyber) are among the Polish economists who have paid
a great deal of attention to treatments of pricing problems in mutual coop-
eration.

The various problems of pricing have taken an important place in the writ-
ings of Romanian economists like (Sh. Arsene, M. Gorovits, K. Ionete,

I. Ttsikovich, L. Kretsu, N. Luka, G, Marin, S. Menestiryanu, I. Rakhmut,
G. Shike, G. Shiklovan and K. Yakobson-Boldishor).

Certain aspects of pricing have been covered by articles in periodicals by
Czechoslovak economists: (V. Valek, Ya. Kubalek, A. Neyshtadt, Y. Spal,
I. Sladkova, Z. Khalupski, Yu. Shtourachova), etc.

In the Soviet literature the problems of foreign trade pricing have been
treated in the writings of N. Bautina, O. Bogomolov, A. Borisenko, Ye. Geor-
giyev, V. Grinev, V. D'yachenko, V. Zhukov, V. Zolotarev, M. Kovaleva,

Yu. Kormnov, N. Konovalova, B. Ladygin, I. Oleynik, Yu. Ol'sevich, K. Popov,
0. Rybakov, V. Rybalkin, O. Tarnovskiy, Yu. Shamray and V. Shastitko

Summarization of the results of this collective exploration of ways to fur-
ther improve the setting of prices in foreign trade, though some of the po-
siltions taken are debatable and contradictory and though sometimes the re-
sult of certain lines of research is negative, has unquestionable value, it
seems to us, to a scientific treatment of the problem. Even the theoretical
"failure" of certain variants enriches not only theory, but also practice,
helping it to get its bearings more quickly and confidently in a changing
economic situation and convincing people that the pricing principles and
methods chosen in practice are the correct ones. Accordingly the examina-
tion of the basic points of view contained in the economics literature is of
great interest to analysis in our opinion.

The attempt we have made to systematize proposals made by various economies
at various times showed that one can single out at least six representative
variants of a possible structure of the contract price system depending on
the nature of the value base that is used:

i. establishment of contract prices in accordance with the current world
price level;

ii. the use of world prices as a base which have been adjusted to eliminate
the influence of various types of conjunctural and speculative fluctuations;

5
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Lif, direction of the contract price system on the basis of average domes-
tle production costs of CEMA countries, using for that purpose the domestic

- wholesale prlces of the countries welghted either for the total volume of
production or for the total volume of exports;

iv. making domestic wholesale prices of one of the CEMA countries, the So-
viet Union, for exawple, the basls of contract prices;

v. shaping the contract price system on the basis of the level of produc-
tion costs of the principal exporters of varilous goods to the world social-
ist market;

vi, application of the methods of the multifactor approach in price deter-
mination, using as a base world prices adjusted by application of the value

3 indicator: of the national and regional (primarily on the scale of the eco-
nomic cooperation of the European CEMA countries) levels.

As we know, for all practical purposes it was only in the first years after
the victory of people's democracy in the European countries, which in 1949
formed the Council for Mutual Economic Assistance, that current world prices
served as the basis of contract prices. This was the initial stage of their
political and economic consolidation, when the foundations of the interna-
tional division of labor among them were still just being laid and when
within the framework of the commonwealth taking shape there was no specific
currency or prices, nor could there have been. At first, then, contracts
among the fraternai countries were concluded at world prices of the princi-
pal commodity markets. As a rule these were the world prices (in doliars)
current at the moment when the contract was concluded, and provision was
made for their subsequent revision on an annual basis. The method of cur-
rent world prices was used this broadly in the practice of foreign trade
price determination of the socialist countries up until 1950. Beginning in
1950, after CEMA was created, the countries switched to using world price
levels as they stood at the end of 1949 and the beginning of 1950 as con-
tract prices. For 6 years, all the way to the end of 1956, when the con-
juncture of the prices of world trade was again greatly disrupted, these
prices, converted to clearing rubles, were used in the mutual trade of the
CEMA countries. Though strictly speaking the prices of that period were not
entirely constant, since they were adjusted and replaced on a case-to-case
basis as necessary on the basis of bilateral agreements of the interested
countries. After 1956 use of the method of current world prices, which al-
lowed only partial and irregular adjustment of their level, was deemed inad-
visable because it did not coincide in character with the planned foreign

- economic relations among the socialist countries.

The CEMA countries began in 1957 to adjust the world prices used as the ba-
sis of contract prices more thoroughly and fundamentally. For example, when
contract prices were being agreed on for commodity trade during 1958, aver-

age world prices of calendar year 1957 were taken as the base with the ex-
ception of prices of the first quarter of 1957 for those goods particularly

6
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Influenced by the aggression of France, England and Israel against Bgypt.
But since the average annual world price level by and large makes it possi-
ble to eliminate only certain short-term fluctuations (seasonal fluctua-
tions, for example), without affecting the deep cyclical changes in the
prices of the capitalist economy, it was later decided to take as a base the
average price level over a S5-year period., This was the method used to de-
termine the base of contract prices in mutual commodity trade of the CEMA
countries during two 5-year plans (1966-1970 and 1971-1975).

This practice in determination of contract prices, sometimes figuratively
referred to as the stop price method, has been widely discussed in the eco-
nomics literature and has accordingly its advocates and its critics. For
example, the Soviet economist V., I, Zolotarev justifies the economic legiti~
macy of this method of price determination as follows: '"Given the existence
of two socloeconomic systems and two world markets connected to one another
by market relations, there do not exist two world values, but only one in-
ternational value, which is formed on the world market on the basis of the
socially normal level of labor productivity in commodity production of all
the countries, both capitalist and socialist."® The author accordingly con-~
cludes: "In the present stage of development of economic cooperation prac-
tical work in the field of price detcrmination on the world socialist market
should be concentrated, it would seem, on the problems of improving the
present system, which is based on using the prices of world commodity mar-
kets (as the base)."?

This point of view is shared in essential features by the German economist
(G. Kol'may) and the Soviet economist K. I. Popov. For instance, (G. Kol'-
may) said in his presentation at the Budapest conference on a specific base
of prices: "Proceeding from the general economic conditions that have come
about and taking into account the objections to the models of a specific
price base from the standpoint of theory, political economy and methods, the
need has arisen and a proposal has been made to preserve the present system
of prices among the CEMA countries for the period in question."® K. I.
Popov notes: "An analysis of the problem of improving price determination
on the world socialist market shows that gradual introduction of improve-
ments in the present method, which is based on the use of world prices, re-
flecting to a certain degree the international value of goods, should at
present be considered the principal way of solving it. 1In spite of its
shortcomings, this method best suits the real conditions of the given stage
of development of the world socialist system. Its use makes it possible by
and large to achieve equivalence of exchange and to stimulate optimum divi-
sion of labor and a rise in labor productivity and reduction of the produc-
tion cost of commodities,™?

A number of other economists, for example, I. P. Oleynik and 0. I. Tarnov-
skiy, take different positions on this question. Specifically, in one of
his books I. P. Oleynik addresses his arguments directly to V. I. Zolotarev:
"The relative autonomy of that market (the world socialist market--N. M.),
the growing division of labor among the countries participating on it, and

7
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the specific social conditions of exchange create the objective prerequi-
sites for formatlon of an independent value basis of mutual exchange among
the socialist countries.... It would seem that basing the prices of the
world goclalist market on international socially necessary expenditures of
labor within the limits of the soclalist commonwealth or again within the
limits of CEMA, consideration also being given to all other price-determin-
ing factors, would make it possible to register more fully the conditions
for production and sale of goods being traded on the world socialist market,
These prices would better correspond to the peculiarities and tasks of the
circulation of commodities on the socialist market than the present contract
prices, which are based on the prices of the world capitalist market."10

0. I, Tarnovskiy has repeatedly expressed criticism of the use of world
prices as the base of contract prices., He has specifically written: '"The
prices of the principal commodity markets do not on the whole correspond to
the conditions of production and sale in the socialist countries, but those
countries still do not have an objective and generally recognized reference
which might immediately be used in practice. Inappropriate to the condi-
tions of production and sale in the sphere where there prices are applied,
they are unable to fully serve the interests of planned growth, in particu-
lar the interests of elaboration of the international division of labor and
development of the world socialist market."1l

With all due respect for some of the justified critical objections to the
use of a borrowed value base and borrowed methods of adjusting it in the mu-
tual trade among the CEMA countries, it is obvious that we must at the same
time acknowledge that this variant of price determination, which has been
tested in practice for three decades now, has ensured the normal development
of foreign trade relations among them., It has also withstood the tests re-
sulting from the major changes in the world price system in 1973 and 1974.
The need merely arose to make a partial modification of the procedure in ef-
fect at that time for calculating the base level of contract prices, whose
capabilities were designed for pricing within conditions of a relatively
stable conjuncture in international trade. So, taking into account the
highly dynamic nature and depth of the changes that have taken place in
world prices, the CEMA countries adopted a joint recommendation that the
shift be made to a sliding base of coutract prices for the 1976-~1980 period.
The new procedure provides for annual adjustment of the base by determining
the average level for the 5-year period immediately preceding the year when
the contract price is being set. This makes it possible, while still main-
taining basic continuity in the method of calculating contract prices on the
basis of world prices, of making it tactically more flexible and of making
the necessary adjustment of prices smoothly and systematically. At the same
time this once again cunfirmed the viability of this method in the context
of the requirements for developing the traditional form of foreign trade.

By contrast with the methods of trade based on current and adjusted world
prices, which have been fully verified by practice, the variant of structur-

ing the contract price system on the basis of average production costs of
the CEMA countries, better known as the proposal for creating a price base
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peculiar to CEMA, has not been tested under real conditions. As we know,
the work of studying pousible ways of making the transition to a specific
price basge in trade among the CEMA countries, which began under a deeision
of the 9th Sessdon of the CEMA (1958), was conducted on a full scale for al-
most 10 years, Durlng that time cconomisty of the CEMA countries at varlous
organizational and sclentific levels made careful comparisons of domestic
wholesale prices of those countries, built several models of the possible
level of average costs of a broad range of goods within CEMA, and formulated
the probable consequences for all participants of the transition to the new
bagiy of prices in mutual trade, For that reason, though this variant has
not been tried in practice, a very reliable conception of it has been formed
and its strong and weak points have been covered rather thovoughly in the
economics literature, not uncommonly in diametrically opposed directions.

For example, the well-known Bulgarian economist (Ye. Mateyav), member of the
academy, who is a consistent advocate of the idea of the tranrition to a
price base gpecific to CEMA (sobstvennaya baza tsen), has written: ''There
is an objective need for prices in trade among the socialist countries which
would be based on the conditions of productlon prevailing in the world so-
clalist sy<tem. This price base peculiar to CEMA is not only the conclusion
that follows from a theoretical analysis, but its elements are already be-
ginning to take shape in real economic iife.... In order to establish the
prices of the world socialist market on 'its own bare,' the average levels
of production costs of the given products within individual countries have

- to be determined. 1In the determination of international prices on the basis
of national costs the domestic price scale is converted to the scale of the
base currency,"12

At the very same time the Hungarian economist (B. Chikosh-Nad'), a very im-
portant specialist in the field of price determination, expressed an alto-
gether different point of view at the Budapest conference on prices (1967)
concerning the transition to a CEMA price base: "The question runs like
this: What yields the best results in the present economic mechanism--con-
tinued adaptation of prices of the principal world commodity market or regu-
lation of prices in conformity with the value relations of the world social-
ist market? 1In spite of the difficulties that arise in connection with
adaptation of the prices of the principal world commodity market, it seems
that in the present mechanism of cooperation the transition to a CEMA price
base that would reflect the specific conditions of groduction and trade of
the CEMA member countries is an unrealistic goal.”!3 (B. Chikosh-Nad')
cites as the principal reasons why adoption of a new price base is unvzealis-
tic the inevitability that the countries would not take the same poin: of
view in defining the principles for calculation of the socially necessary
expenditures of labor within the framework of the world socialist economic
system; abrupt changes in the balance of payments in the form of a rather
sizable improvement for some countries and a worsening for others; and dif-
ficulties in ensuring the commensurability of the benefit in the trade of
the CEMA countries on the world socialist and world capitalist markets.
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The Soviet economlsts V., N. Zhukov and Yu. Ya., 01'sevich have conducted a
very substantial study of the problem of the transition to a CEMA priece base

_ (sobgtvennaya baza tsen); in addition to an examination of the most imper=
tant theoretical and methodological issues, they also offer in their book
very interesting results of a number of experimental calculations which make
1t possible to judge the directions and scale of the possible change of con=

- tract prices and the most probable consequences for the various countries
related to the transition to the new pricing system. As a result of their
study Zhukov and Ol'sevich reached the following conclusion: "The transi-
tion to new prices must be gradual and must be accompanied by the formation
of compensation funds at the disposition of CEMA to cover the temporary
losses and to extend aid to the parties in accomplishing the necessary re-
structuring of export production.”"!™ As the authors go on to note, the
gradualness pertains not only to the particular types of goods, since the
degree of preparation for the transition to the new base varies, but also to
the extent of the changes, which should be carried out step-by=-step over a
period of years, Moreover, joining (B. Chikosh-Nad'), they also relate the
possibility of the transition to the CEMA price base to the need for a cor-
responding transformation of the very mechanism of foreign economic coopera-
tion of the CEMA countries.

V. P, D'yachenko, corresponding member of the USSR Academy of Sciences, has
made a large constructive contribution to treatment of the problem of the
transition to the CEMA price base; his work has greatly facilictated not only
the formation of scientific methods of theoretical formulatior. of the prob-
lem, but also determination of the conditions, possibilities :and advisabil-
ity of practical application. '"Prices should be based on international
(within CEMA) socially necessary expenditures of labor insofar as those so-
clally necessary expenditures do actually come about. To merely average the
national levels of socially necessary expenditures does not yet yield a re-
sult corresponding to the international socially necessary expenditures.
More refined methods are needed for determining the level of international
socially necessary expenditures so as to take into account the entire set of
factors on which they depend."15 He continues: "Assuming a CEMA base of
prices was adopted, real foreign trade transactions would continue to take
shape on the basis of a comprehensive congsideration and weighing of the de-
gree of advantage of these transactions for exporters and importers. But
the point of departure will not be the prices of world capitalist commodity
markets, but the international socially necessary expenditures of labor of
the socialist world economy.”!® And finally: "There will be more realistic
opportunities and a greater need for prices in foreign trade to reflect ever
more fully the economically justified conditions of the production and sale
of a product typical of the markets of the CEMA countries as commodity-money
relations among them develop and improve. Without the developazent of com-
modity-money relations, it is not possible to fully discover and correctly
take into account the economically justified peculiarities of the conditions
for production and sale of products in the socialist countries."!?7 For our
part we have also described the idea of creating a CEMA base of contract
prices as one of the acientific hypotheses for improvement of price determi-
nation in trade among the CEMA countries in the future.l® Thus "at fault"
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fur the fact that the CEMA base of prices has not been put into effvet buo=
fure this have been the manifestly premature==and consequently unreallstic==
nature of the attempt to set up an independent price system at a time when
there still did not exist the relevant economic and organizational condi=-
tions and prerequisites,

Nor has the recommendation concerning the possibilicty of setting contract
prices in trade among the CEMA countries on the basis of the Soviet Union's
wholesale prices, which has been repeatedly expressed in periodieals and at
international conferences by the Bulgarian economist M. Savov,!? who has
done a great deal of enthusiastic work on the probiems of improving foreign
trade price determination, progressed beyond the limits of experimental com=
putations, as is well known., Yet it unquestionably deserves mention as one
of the factors typieal of a certain stage in the history of the study of the
problem. In proposing this very specific variant for structuring the con-
tract price system M. Savov takes as his point of departure that creation of
the most optimum structure of the international socialist division of labor
and=-on that basis==-of the moyt efficient structure of trade among the CEMA
counttries is possible vnly if there exists a mutually advantageous and eco-
nomically sound system of prices in mutual trade, a system that sufficlently
reflects the level of socially necessary expenditures of labor in those
countries. M, Savov, who has been an active participant in all stages of
the work done to create a CEMA price base, concluded in his analysis of the
results obtained that the difficulties which must be encountered in an at-
tempt to shape a complex system of accounting prices suggest the need to
seek a variant that can be implemented with relative ease in practice. In
his opinfon there are at least two reasons why this function might be
gserved, say, by the wholesale prices of the Soviet Union: first, in the
specific context of the cooperation of the CEMA countries the relations of
prices determined in any model or system which more or less correctly re-
flects the socially necessary expenditures of labor within the 1limits of the
commonwealth, though with certain deviations, are as a rule very close to
the relations of domestic wholesale prices in the Soviet Union; second, for
a long time now there has been a manifest tendency for the level of the con-
tract prices of the two principal commodity groups-~mineral raw materials
and machinebuilding products--to approach the level of the wholesale prices
of the Soviet Union, which is the principal supplier of commodities in the
first group and the principal consumer of products of the second group on
the market of the CEMA countries,

In one of his books (1971) devoted to a study of the problem of improving
the prices of the world socialist market M. Savov writes straightforwardly
that "under present conditions a sysiem of contract prices might be set up
that uses as the base for setting contract prices on a bilateral basis the
relations of the new wholesale prices of the Soviet Union, minus the turn-
over tax, on all the most important commodities in mutual trade in whose ex-
port and import the USSR has a predominant share."29 Supporting his pro-
posal with more detailed argument, M. Savov goes on to emphasize that this
system of contract prices "should be very flexible and act as a kind of

11

FOR OFFICIAL USE ONLY

APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000100090021-8



APPROVED FOR RELEASE: 2007/02/08: CIA-RDP8§2-00850R000100090021-8

FOR OFFICIAL USE ONLY

transition to a more refined system of contract prices, which would reflect
to the greatest degree the relations of the soclally necessary expenditures
of the CEMA countries.,., The transition to the system of contract prices
based on relations of USSR wholesale prices would help to gradually overcome
the defects of the system of price determination now in effeact and would
play a constructive role in the cconomic development and economic coopera-
tion of those countries,"?l

As even the author himself notes, his proposals have met with objections,
among which he refers, for example, to such objections as the fact that the
Soviet Union's wholesale prices are oriented toward solving predominantly
domegtic problems in economic development; the possible difficulties related
to further improvement of the system of wholesale prices of the USSR when
they do not cofnelde with the intorests of the partner; the diminished pos-
sibility for contract prices to take into account the achievements of world
scientific-technical progress when world prices cease to serve as their
base. 1In addition, he calls attention to what we consider to be a very vul-
nerable aspect of the variant calling for the transition to the wholesale
prices of the USSR, which 1s that the Soviet Union would then be unable to
realize those advantages afforded it by the international division of labor,
since its domestic prices and prices in foreign trade would become identical,
and economic efficiency stands at precisely unity, though for the other side
the possibility remains of utilizing the difference between domestic and
foreign trade prices that arises through trade. This variant (and this is
admitted by the author himself) promotes development of cooperation primar-
ily on a bilateral basis.

Consistent with the conditions of the variant that calls for the system of
contract prices to be structured on t:he basis of the wholesale prices of ex-
porters to the world socialist market, which is also well known, mainly in
the economics literature,2? these prices would be based on three economic
indicators: the exporter's wholesale price, the importer's wholesale price
and the world price, Here the role of the initial economic criterion would
be assigned to the exporter's wholesale price, which is adjusted on the one
hand by the world price and on the other by the importer's wholesale price,
assuming there is a need and if the latter price is acknowledged to be a
sufficiently representative category.

In the opinion of the originators of this variant, which uses as a criterion
the objective level of the exporter's wholesale price, one can imagine the
following feasible lines of adjustment. For example, the situation in which
the exporter's wholesale price is lower than the importer's wholesale price,
but the exporter has been given a sufficient incentive to engage in trade,
will obviously not be conducive to the emergence of adjustment activity on
the part of the importer's wholesale price, since in this situation he is
already obtaining the goods he needs at comparatively more advantageous con-
ditions than were he to produce them himself.
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In all probability the role of the importer's wholesale price will be mainly
passlve both when 1t is equal to the exporter's wholesale price and when
there 13 a negligible difference between them to the importer's advantage.
We evidently should expect the greatest activity from this economic crite-
rion in the case when the importer's wholesale price substantially exceeds
the exporter's wholesale price. Then the level of the importer's wholesale
price compels the exporter either to take steps to lower costs and accord-
ingly prices or to give up exporting, And finally, an importer with a lower
price level than that of the exporter may take over his role entirely. 1In
any case involvement of the importer's wholesale price as an economic eri-
terion in the process of price determination will mainly be conducive to a
drop in the level of prices in trade on the world socialist market,

A different role would be played in the adjustment process by the factor of
world prices, which in this case are important primarily as a realistic al-
ternative criterion for both exporter and importer simultaneously, A direct
comparison of contract prices based on the exporter's wholesale prices with
world prices affords the possibility of obtaining information very important
to price determination of the CEMA countries concerning achievements in the
fields of science and technology and the principal trerds in world economic
development, to take into account all the constructive experience of inter-
national trade, and to see the limits of quantitative discrepancies between
- contract and world prices. Specifically, the countries might, say, take

into account objective information on the proportion of discrepancy between
world prices and wholesale prices in the process of adjusting the contract
prices, when exporters and importers are agreeing on conditions for distri-
bution of benefits and losses through the price.

Thus the variant for improving contract prices in which the wholesale prices
of exporting producers are the initial criterion is, as we see, aimed in
principle at active involvement of the production sphere in the process of
foreign trade price determination. This is indeed the principal virtue of
this variant, since it proposes an effective solution to the problem of
prices in the context of integrational forms of cooperation. Yet at the
same time this variant also has a serious defect, because the task of future
improvement of prices relevant to such an important form of cooperation as
foreign trade is almost entirely lost sight of in this version. Distin-
guished by the one~sidedness of its approach to the problem, a feature it
shares with the other proposals already considered, this variant also fails
to solve the problem in a comprehensive way as required by the present stage
of economic cooperation of the CEMA countries.

It would seem that this very need for a comprehensive solution to the prob-
lem of prices was the principal reason for the emergence of the latest vari-
ant, the one that proposes the method of a differentiated and multifactor
approach to foreign trade price determination. To be sure, this recommenda-
tion has still not been widely discussed in the economics literature, but
has only been expressed at scientific conferences or included in certain
work done on the problems of improving contract prices. Nevertheless, in
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the situatlon where cooperation takes a variety of forms, when alongside the
expanslon of mutual relations in tha sphere of foreipgn trade proper many in-
tegrational forms of production=technical c-operation have begun to develop
at a fast pace, this direction in price dete. mination is up-to-date and le=
gitimate, The emergence and development of new integrational forms of coop-
erutlon, which stand alongside the traditional relations of foreign trade
and which are based on profoundly organic and long-range economic relations
within the stage of production itself, the inereasingly complex nature of
cooperation and its ever greater complexity and depth, as experience has
shown, are imposing specific new problems on the practice of price determi-
nation, problems which do not submit to a single unamblguous solution based
solely on a base eriterien, but which urgently call for additional consider-
ation to other price-forring factors as well, factors that ensure the possi-
bility of a selective and differentiated approach and for taking into ac-
count those conditions under which the prices will actually be functioning.

Since it 1s obvious even now that the process of differentiation in price
determination will in future develop primarily along the line, first, of im-
provement of the system of contract prices serving traditional relations in
foreign trade proper, and second, along the line of creating an effective
system of contract prices for the new integrational forms of cooperation,
the principal attention of researchers in the field of price determination
has naturally been concentrated in recent years on these two directions.

Moreover, in the opinion of advocates of this point of view, it is still
fully and decisively important to the conduct of foreign trade, the terms of
which are constantly being compared to possible alternative terms of sale on
other markets, that the base criterion be adjusted (ochishchennyye) world
prices, which characterizes the level of international value on a worldwide
scale, though in certain cases, when necessary, regional value criteria
might also be involved as objective economic factors.

As for the second direction in improving the system of contract prices of
the CEMA countries--that which pertains to specialization and industrial co-
operation, to pricing the products of joint enterprises, and to be used in
drafting long-term comprehensive special-purpose programs and the like, in
this field of price determination, in the opinion of many specialists, in
addition to the use of world prices as the base factor in determination of
contract prices, an active part should also be assumed as a rule by other
price-forming factors, especially those which reflect the conditions of pro-
duction and distribution within the limits of the economic cooperation of
the CEMA countries.

It is therefore not surprising that in the process of developing the method
of the multifactor and differentiated approach, which reflects the principal
peculiarity of the present stage of study of the problem of price determina-
tion on the world socialist market, the principal discussion has essentially
moved from the search for a base criterion absolutely suitable in all cases
to determination of contract prices to the selection and compatibility of a
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set of economle reference standards which could be varied in such a way as
to ensure highly effective and mutual advantageous cooperation among the
CEMA countries depending on each specific form of cooperation not only at
the present, but in the future as well,

Since the problem of devising a set of economic criteria necessary and ade-
quate for management of the process of price determination in the context of
the differentiated approach has already been discussed in periodicals and at
the International Conference on Price Problems (Moscow, 1975), we can even
now distinguish the initial reference standards which have been mentioned in
the discussion,?2"

1. The price level of the prineipal commodity market--this, which is the
present price base, is also proposed for continued ugse as an initial crite-
rion reflecting average world conditions of production and distribution,
especlally so as to take into account progressive tendencies in the movement
of prices on world commodity markets,

2. The wholesale price of the principal exporter on the world socialist
market from among the socialist countries. It is proposed that this refer-
ence standard be used to characterize the lower level of contract prices be=
yond which the benefit of exporting falls below income from sale of the same
product on the domestic market.

3. The wholesale price of the principal importer from among the socialist

countries. This reference standard would be applied to reflect the possible
upper level of contract prices, exceeding which would in principle make the
transaction economically disadvantageous for the importer, :

4. ‘The previous level of contract prices, which is included for the sake of
comparison,

5. Actual contract prices formed in the trade of individual socialist coun-
tries with third countries. Like "real" world prices, they are called upon
as a control or reference criterion when the base level of the contract
price is being agreed on.

Consequently, the principal feature of the method of the multifactor ap-
proach to price determination lies in the fact that whereas it adheres as
before to the principle of using world prices as the initial base, it still
makes it mandatory that contract prices be determined in a comprehensive way
s0 as to take into account as well other objective economic criteria of the
different value levels. TFor that reason this is a very fruitful direction
for price determination to take in the period of socialist economic integra-
tion, when mutual cooperation is constantly being enriched by new and ever
more varied forms.

This brief digression into the history of the issue, which has focused on
the principal stages in development of the theory and practice of foreign
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tride price determination of the CEMA countries, makes it possible to under=-
stand more profoundly the logie of the evolution of economic thought in this
fleld, to evaluate more objectively the place and role of prices in the pro-
cess of reproduction, especially at the level of forelgn economic relations,
and to imagine in a more three-dimensional way the highly ramified network
of cconomic relations which the price has in the mechanism of economic coop-
eration of the countries of the world socialist economic system.

From the standpoint of the range of its economic interaction in the system
of world-economic and national-economic relations the price belongs in our
opinion to the class of the most active economic instruments. The principal
reason for this is that as an economic category through which the "transmis-
sion line" to and from the national economy and the external market must
pass, the price has direct access not only to the sphere of foreign economic
cooperation, but also into the national economy of individual countries.
Accordingly the problem of rationalizing the system of contract prices of
the CEMA countries has a domestic along with its external economic aspect.

The external economic aspect of improving the system of contract prices,
which above all includes the problem of creating through prices a preferen-
tial material interest on the part of those countries in mutual exchange of
the results of their cconomic activity by comparison with general world con-
ditions of trade and the conditions of trade on the markets of third coun-
tries, also presupposes that one of the first problems to be solved is that
of the character of the interrelation formed between contract prices and
their initial base--world prices. In order to constantly maintain economi-
cally sound relations between world and contract price levels, the CEMA
countries accordingly study the conjuncture of the world market on an ongo-
ing basis, analyze the causes of price changes in international trade, com-
pare the dynamic behavior of world and contract prices, work to improve the
methods of adjusting the world prices used as a base, and finally, in each
successive revision of contract prices they regularly bring them into the
necegsary correspondence with this base. Once in possession of the relevant
information, the countries are able to act in good time and take into ac-
count the necessary set of objective economic conditions of cooperation in
regulating the formation of economic interrelations between contract and
world prices, above all in the interests of developing mutual cooperation
and its integrational forms in particular.

Another of the lines of improvement of the contract price system from the
standpoint of its direct impact on the financial results of external eco-
nomic exchange is the further spread of profit-loss (khozraschetnyye) condi-
tions to external economic activity, and one of the ways of doing this is to
establish a system whereby the foreign trade entity has a material interest
in and responsiblity for the level of export and import prices actually ob-
tained in foreign trade. .

The urgent need to expand profit-loss functions of foreign trade prices is
also arising because of their status as a category which stands at the
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Junctlon between the nattonal economy and the external market, which, inci-
dentally, accounts for the essentinlly domstic economic aspect of examina-
tion of the problem of tmproving price determination in the mutual trade of
the CEMA countries. In other words, since the specific ways and methods of
solving particular economic problems in any country are devised above all In
accordance with the general lines of planning and management of the national
ceottomy as a whole, the system of price determination in mutual trade, which
ls one of the components of the overall mechanism of management of external
economic relations, is also susceptible of improvement and development only
in an ingeparable unity with that whole, which determines the basic condi-
tions and parameters of its functioning, Accordingly solving the problem of
strengthening profit-loss relations between the external and domestic sec-
tors of the national economy, which can be achieved mainly by imparting the
necessary material incentives to all participating in external economic ac-

- tiviey, depends above all on the kind of organizational and economic frame-
work which the present mechanism of cooperation sets up for the various eco-
nomic entities, on the kind of economic standards used to regulate and eval-
uate their performance, and on the character of the profit-loss interrela-
tions between industry and foreign trade.

As shown by a study of the experience of individual CEMA countries, each
country, in the context of the peculiarities of the mechanism set up for
management of external economic relations, establishes a corresponding pro-
cedure for pricing export and import products, shapes the character of in-
terrelations between domestic and foreign trade prices that is the most ra-
tional from the standpoint of the existing economic regime, and takes other
steps to strengthen profit-loss interrelations between the domestic and ex-
ternal sectors of the economy. At the same time research is undoubtedly in-
terested in the conduct of a comparative analysis of the dynamic behavior of
contract and wholesale prices, the results of which provide very valuable
and objective information on how motivated the countries are in material
terms to export various groups of commodities and also to use imported
goods. With the help of this information one can considerably invigorate
the role of prices in the conduct of export-import policy and in making it
more effective.

Again in the context of the domestic economic aspect of improving the system
of contract prices, there is also analytical promise in our view in compar-
ing contract prices with the level of retail prices on consumer goods, since
these comparative data make it possible to furnish a sufficiently sound an-
swer to the question of the extent to which the present system of relations
between contract and domestic retail prices is on the one hand stimulating
exports and on the other stimulating consumption of imported goods.

Such an analysis, pursuing the two basic aspects of the price category's use
in the mechanism of economic cooperation of the CEMA countries and conducted
through the prism of the characteristic tendencies in price movement which
have been externally manifested in a comparison of the dynamic behavior of
contract prices with various value indicators, is unquestionably fruitful
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from the methodological standpoint, At the same time we cannot but agree
that the promise of a study of this problem could be conslderably broadened
and deepened Lf attentlon is First concentrated on a number of conceptual
theoretfcal and methodological principles so as to reveal the essential
characteristics of the foundations of the development of foreign trade price
determination of the CEMA countries,

It i3 in this connection that much attention is paid in the monograph to the
economic nature of the category of the foreign trade price, and this in turn
made it necessary to work out the straightforward initial theoretical posi-
tions in undertuking to solve the problem of the character of the participa-
tion of internatlonal, regional and national value in the process of deter-
mination of the prices of the international market of the CEMA countries and
accordingly the problem of selecting a rutional value base for those prices.
Moreover, the author also examines such problems as the effectiveness of the
principles of price determination applied by the countries; manifestational
peculiarities in the principal functions inherent in contract prices; and
the character of the impact which the economic laws of the socialist eco-
nomic gystem have on those prices. An attempt is also made in the bhook to
provide a definition of the economic category of contract prices.

One of the chapters is wholly devoted to an analysis of the system of con~
tract prices that serve the mutual foreign trade turnover of the CEMA coun-
tries. On the basis of a study of current practice in the determination of
prices in foreign trade and with reference as well to prior experience in
this field, its advantages and shortcomings are revealed, in particular from
the standpoint of the present conditions of economic cooperation.

An important place is taken up in the book by an examination of the problem
of price determination in the context of integrational forms of cooperation,
especially in the light of a study of the prospects for the further gpread
of profit-loss relations intu the field of planning and coordination of na-
tional economic plans, which has fundamental importance to establishing or-
ganic interrelations between planning and the system of commodity-money re-
lations. 1In our view it is very urgent to pose this problem at the present
time in connection with the emergence of qualitatively new tendencies in
price determination resulting from the intensive development of the inte-
grational forms of planned cooperation, which are setting forth their re-
quirements concerning the present system of foreign trade prices and are at
the same time opening up broad prospects for their more active participa-
tion in forming the principal value proportions in production, trade and
consumption in the very stage of planning and coordinating national economic
plans.

Particular attention has been aroused in the problem of the interrelation-
ship of domestic and foreign trade prices mainly because of the following
considerations: first, the countries have already acquired quite sufficient
experience to make the necessary generalizations and to analyze the differ-
ent variants for solving the problem of selecting specific methods of estab-
lishing a closer economic interdependence between these prices. Second,
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having been persuaded by experience that the profit-loss gystem has a bene=
ficlal effect on development of foreign economic activity, a number of coun-
tries are even now showing an interest in continuing the search for still
more effective forms of these relations.

Since the principal aim of this monograph was to participate as fully as
possible in developing the methodvlogical elements of a gystem of contract
prlces which might viporously promote achievement of the necegsary objective
conditions for mutually beneficial exchange and stimulate development of in=
tegrational forms of cooperation, the book ends with a presentation of the
author's point of view concerning the prospect for further improvement of
the system of contract prices, which serves as an exceedingly important in-
strument in the mechanism for planning cooperation of the CEMA countries.

The author expresses sincere gratitude for extensive help in preparing the
monograph to doctors of economic sciences N. V. Bautina, Yu. N, Belyayev,
and 0. K. Rybakov, to candidate of engineering sciences V. S. Grinev and to
candidates of cconomic sciences Yu. F. Shamray and V. M. Shastitko, staff
sclentist A, L. Starikova, and also to staff members of the sector of for-
eign trade and calculations of the Institute for the Economics of the World
Socdalist System of the USSR Academy of Sciences.
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See, for example, Savov, M. N., "Tsenoobrazuvane na svetovniya sotsi-
alisticheski pazar," Sofia, 1971; by the same author, "Sotsialisti-
cheskata ikonomicheska integratsiya--v''nshot'rgovski i tsenovi prob-
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Savov M., "V'nshotorgovskoto tsenoobrazuvane pri sotsialisticheskata
ikonomicheska integratsiya," Varna, 1976, Chapter 3, Section 4.
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ibid., p 100.
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The point is that from the methodological point it is by no means a
matter of indifference in this case whether the importer's wholesale
price was established on the basis of domestic production costs of that
country, when in addition to the import there is domestic production of
the same or a similar commodity in comparatively large volume, or
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whether this 1s a price that is oriented toward the price of purchases
of goods on a foreign market, since within the country there is no pro-
duction of that commodity or production is very small, In the latter
case 1t would obviously be illegitimate to recognize the wholesale
price us a corrective economic criterion, since this reflected price is
not "operative" in practical terms, and in and of itself it determines
nothing and describes nothing. Matters stand quite differently when we
are talking about the price of goods whose domestic wholesale prices
are set on the basis of the national soclally necessary production
cost., Such prices will actively participate as an equal and objective
economic criterion in the setting of contract prices.

"Puti i metody sovershenstvovaniya sistemy tsenoobrazovaniya v torgovle
stran-chlenov SEV, Materialy mezhdunarodnoy nauchnoy konferentsii
{Ways and Methods of Improving the System of Price Determination in the
Trade of the CEMA Member Countries. Materials of an International Sci-
entific Conference], Moscow, CEMA, 1977, pp 133, 347 and 359.
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Chapter 1. The Economic Nature and Principles of Price Determination Opera-
tive in the System of Mutual Economic Relations of the CEMA
Countries

In his classic definition of the price as the money form of value K. Marx
singles out what seems to us two methodologically important aspects of the
problem--the essential content of the price (value) and the character of the
most highly developed form of its manifestation (expression in terms of
money). As is well known, this definition culminates the study Marx made of
the genesis of the forms of value--from the simple individual form to the
general equivalent and finally the money form.

Strictly consistent in following the stages of development of the process of
exchange, K. Marx sets forth the basis of the social character of value,
which is manifested in the social relation of one commodity to another. He
writes in "Das Kapital": "The producer--both in industry and in agricul-
ture--when viewed in isolation, is not producing a value or a commodity.

His product becomes value and a commodity only when a certain combination of
social relations obtains. First of all, since that product figures as an
expression of social labor, that is, since that producer's own labor time is
a part of social labor time in general; and second, the social character of
the producer's labor is manifested in the money character of his product and
in its general exchangeability, defined by the price as the social character
inherent in his product."l

Thus the surpassing scientific value of K. Marx' doctrine concerning value
and price lies not only in the fact that he was able to expose the nature
and character of the profound organic interrelations existing within value
as a social relation with its external manifestation in prices, but also and
especially in the fact that he was able to discover and demonstrate that the
money form of this manifestation is an obligatory pattern imn the context of
an advanced commodity economy. This is evident, for example, from the fol-
lowing proposition: "... only an analysis of commodity prices led to deter-
mination of the magnitude of the value, and only the general money expres-
sion of commodities made it possible to fix their character as values. But
.it is this final form of the commodity world--its money form--that conceals
the social character of the individual labor efforts behind things and con-
sequently the social relations of the individual workers, instead of reveal-
ing these relations in all their purity."?
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The explanatlon which K. Marx offers in "Das Kapital' for the inevitablility
of the expression of social production relations coming about in the process
of creation of the value of commodities through the form of the price, which
comes about in the course of their real exchange with respect to a monay
equivalent, still remains the only reliable key to a scientific understand-
ing of the essence of this economic category.

That 18 why in setting ourselves the task of analyzing the economic nature
of the prices operative in mutual trade of the CEMA countries we must first
uge this key and begin by analyzing the practice in determination of the
prices of the world socialist market,

From our viewpoint it i¢ advisable and legitimate at the very outset of the
analysis to note first of all a fact which is fundamentally important to
clarification of this issue, which is that for a rather long time price de-
termination has been based on the use of adjusted prices of the leading com-
modity markets, From this follows another equally important conclusion to
the effect that in this case the system of contract prices must have the
same value base as world prieces, specifically: the international value on a
worldwide scale. The theoretical and methodological legitimacy of these
conclusions is confirmed, in our view, above all by the fact that although
world prices reflect the character of movement of international value only
in the form of the most general tendency, once they have been freed of dis-
tortive overlays, one can as a rule reveal the objective nature of this cat-
egory to such an extent that it becomes possible to use it as the base for
contract prices.

Analyzing this aspect of the problem, we once again take as our point of de-
parture the description which K. Marx gives in Volume 3 of "Das Kapital" of
the operation of the mechanism of price determination in the capitalist con-
text by reducing the individual expenditures of the labor of individual pro-
ducers to soclally necegsary expenditures. In application to the character
of price determination of the world capitalist market Marx' general scheme
is further concretized in that the place of the individual expenditures is
in this case taken by the socially necessary expenditures of the countries,
which as a result of competition are reduced to the socially recognized in-
ternational value.

And correspondingly in the context of the international market of the CEMA
countries this mechanism ought to function, in the opinion of Prof N. V.
Bautina, as follows: "The international value is the center of fluctuation
of the national values. The national values may be higher than the interna~
tional value, lower, or equal to it as a function of the state of national
and international conditions of production."3

But the peculiarity of price determination on the world socialist market un-
der present conditions lies in the fact that the international value is, as

it were, introduced there together with the base world prices in an already

finished form, so that the effect of national values is not taken into
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account. But this International value becomes "definitively" socially ack=
nowledged only after consideration has nevertheless been given (indirectly,
to be sure) to the Influence exerted on it by national values (for example,
at the moment when domestiec prices are compared with foreign trade prices in
caleulation of the degree of benefit, in formation of the optimum composi=
tion of exports and Imports, when more advantageous goods are being chusen),
ayg well as to the effect of the conditions of the aceepted practice whereby
exporters and importers agree on the specifie prices to be taken as the base.
In other words, when he examines the initial materials during the process of
agreeing on the prices of commodities, the exporter usually selects prices
advantageous to him, since they cover his production costs, and the importer,
looking to his own level of production costs, advocates prices which suit
his material interests, In the negotiations, then, both sides name prices
which correspond to their idea of the advantageous nature of exchange, there-
after agreeing to some particular variant in the process of "bargaining."

fn the final analysis this inevitably leads to gelection as the base world
prices those whose level iy relatively closer to the domestic conditions of
production in the CEMA countries and which thereby actually promote a kind

of mediated participation of the national value eriteria in determination of
the contract prices."

Another pecullarity of foreign trade price determination of the CEMA coun=
tries is related to application of the principle of state monopoly over for-
eign trade,

The use of this principle constitutes not only an important distinguishing
trait, but also an undoubted advantage of the socialist mode of production,
which is based on public ownership of the means of production., Analyzing
the nature of state monopoly of foreign trade, S. I. Nizhnyaya and V. M.
Shastitko, for example, describe in this way the political-economic essence
of this category in the context of socialism: "State monopoly of foreign
economic activity ... results from a number of egsential traits of the so-
clalist economy: first of all, socialist ownership, the basic economic re-
lations, and the conformity of development to a plan."

Establishment of state monopoly over foreign trade affords the possibilicy
that decisions aimed at carrying out the tasks of centralized foreign eco-
nomic policy, guided by the system of measures regulating development of
trade relations with various partners, can be taken in the name of a state
and from the vantage point of the national economy. At the same time, since
the principle of monopoly over foreign trade is applied by all CEMA coun-
tries, there are no sort of one-sided privileges or restrictions monopoliz-
ing the position of one of the partners vis-a-vis the others in the charac-
ter of the mutual economic relations among them, nor can there be. The mo-
nopoly over foreign trade thus ensures relations of equality in the partner-
ship among countries with the socialist type of ownership. This in turn is
correspondingly manifested in the determination of foreign trade prices,
which are set on a mutually advantageous basis and by mutual agreement of
all participants in cooperation, consideration being given to objective
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changes in the conditions of production and distribution, without infringing
on the interests of any one of the partners. As for the character of the
impact which the monopoly of foreign trade has on the value nature of for=-
eipgn trade prices, in this case a suffielently clear response is given, in
our view, by the following statement of V. 1. Lenin made in an interview
glven to a correspondent of TIE MANCHESTER GUARDIAN in late 1922: "The mo-
nopoly of foreign trade, I would note in passing, helps us to keep the NEP-
man [economie entity in the time of the New Economiec Poliey--translator's
note] in hand, since prices will be sat beyond his control by the production
price abroad plus our state premivm, which goes to subsidize produccion."6
Thus, as V. 1. Lenin saw it, the principle of the monopoly over foreign
trade 13 fully combined with the use of the price of production as a spe=
cific modification of the international value on a worldwide scale as the
vialue base of foreign trade prices under the conditions of the socialist
econvmic systom, )

The prices of the world socialist market, moreover, has inherent specific
traits which are in general characteristic of prices at the international
level and which are related to quantitative measurements of the socially

necesgary expenditures of labor to produce the commodities cireulating in
foreign trade.

Consistent with the doctrine of K. Marx, the magnitude of value is deter-
mined only by that amount of labor expended in producticn which would be ex-
pended at the average level of skill and intensity in the given society.
This average is, moreover, obtained by reducing the individual expenditures
of labor reflecting the differing levels of the productivity and intensity
of labor to the socially necesuary level. We note here that though the dif-
ference in the intensity of labor of individual producers is manifesced in
the formation of the individual value of commodities, differences in labor
productivity do not have an impact in this casa. As K. Marx notes, "a
change in the productive value does not in and of itself have any effect
whatsoever on the labor represented in the value of the commodity."? But
this mechanism of reducing labor to its average unit is operative only in
the context of a natfonal economy.

The situation {s different in international trade, which K. Marx demon-
strates in Chapter 20 of Volume 1 of "Das Kapital." As Marx notes, the pro-
cess of formation of international socially necessary expenditures of labor
is characterized by two principal peculiarities. The first of them is that
in the formation of the international value the different intensity of labor
in different countries is not evened out in the average unit of labor, and
as a consequence the country with a higher intensity of labor realizes a
greater value in exchange, since its commodities, though produced in the
same worktime as in other countries, have absorbed more labor and therefore
have a higher international value and correspondingly higher price. The
second peculiarity is that in international trade labor that is more produc-
tive also figures as labor that is more intensive, with those same conse-
quences for the international value and the price of the commodities of the
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more productive nation. 'These peculiarities in the quantitative determina=
tion of the magnltude of the international value and of Llts reflection in
the prices of international trade can in our view be quite legltimately ex~
tended to the conditiong of trade among tha CEMA countries, which use world
prices as the bagis for their prices in foreign trade.

But recognition of the methodological legitimacy of such analogies=-and this
wue must emphagize with the full force of principle~-is entirely and exelu-
sively restrieted to the fact that in quantitative terms both world prices
and contract prices are based on the international value, but by no means
does 1t signify that they also have the same socioeconomic nature, N. V.
Bautina, for example, remarks in thiu connection:

"Under present conditions ... the international value, as a social property
of things circulating on the world socialist market, reflects ... the pat-
tern of world economic relations, and only when examined in quantitative

} terms does it appear the sole world value., It is an international value in
its appearance, but not in its essence."

The economic essence of the nature of value and correspondingly of prices is
determined by the prevailing type of production relations, which are funda-
mentally different under capitalism and socialism., In the context of the
capitalist mode of production the exchange of commodities takes place as ex-
change of the products of capital whose prices are the means of realizing
the surplus value created under conditions of exploitation and appropriated
by the class of the owners of the means of production, whereas in the so-
clalist mode of production the prices of commodities are the means of real-
izing the surplus product created by directly social labor and constituting
the property of all the people and the national wealth of the socialist
countries,

Strictly speaking, the analysis of the character of the relations that come
about between the value and the price in the mutual trade of the CEMA coun-
tries might end with an examination of this group of problems if that analy-
sis were limited to clarifying this problem solelv inanfar ae it concerns
the system of price determination that has taken shape. If we attempt to
expand the frame of the analysis somewhat and imagine with a look into the
future the possible character of price formation, say, in the context of im-
plementation of long-range integrational programs or some other form in
which production is the predominant line of cooperation, then it seems that
we will inevitably have to confront tendencies of a different kind in the
process of determination of these prices.

For instance, if we assume that use of estimates on an intrasystem scale,
estimates oriented toward the cost levels of the principal participants in
the given specific form of cooperation as long-term and constantly operative
value criteria, is more suitable to the long~range character of cooperation,
then in our point of view there is every reason to assume above all develop-
ment of a tendency toward ever more active participation of the national

26

FOR OFFICIAL USE ONLY

APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000100090021-8



APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000100090021-8

FOR OFFICIAL USE ONLY

values of the hidividual countrius in determination of the prices of prod=-
uets produced under those conditions, To gome extent thiy will be promoted
by a certain modificatlon of the functions of foreign trade, which within
the international economic complexes of the CEMA countries is already becom-
ing in essence a mere complement to the principal configuration of coopera-
tion, which 18 production, a form of cooperation which ends with sale of the
product at prices which will be determined in the stage of production and
will therefore be based predominantly on the national socially necessary ex-
penditures of the individual countries., Accordingly, development of these
tendencies, in our opinion, may in future gradually lead to the need to
first take into account the national and regional socially necessary expen=
ditures of labor when prices are being determined for products created under
conditions of long-term production and technical forms of cooperation.

In this connection there, of course, arises legitimate interest in examining
the most characteristic features of a possible mechanism of determining con-
tract prices on the basis of regional socially necessary expenditures of la=
bor.

In our view, as an economic category regional socially necessary expenditures
of labor essentially represent a particular modification of the international
value on a regional scale, which is determined in a planned manner with the
participation of the national expenditures of the individual CEMA countries.
But since this process is at present still only in its very initial stage,

we can state only certain general considerations on this subject.

We should emphasize first of all that the regional socially necessary expen-
ditures constitute only that nucleus of value which determines the basic
economic outlines of the future real prices, because the character of price
determination on the basis of regional expenditures also presupposes that
consideration must be given to the impact of a number of objective price-
forming factors, first of all the factor of the relation between demand and
supply,9 which can introduce very substantial adjustments in the process of
price deterrination. Another reason why it is urgent to take this factor
into account is that in the past due attention was not always paid either in
theory or practice to the study of the consequences of its impact.

In the opinion of many economists of the CEMA countries, there is an objec-
tive necessity for price determination to take into account the relation be-
tween supply and demand as the direct result of interaction between produc-
tion and consumption, which under the conditions of a planned socialist
economy has been given a qualitatively new solution. This is because under
socialism, thanks to the planned nature of production and distribution, the
relation that takes shape between demand and supply on the world socialist
market ceases to play the role of a mechanism by which the law of value--
haphazardly, through market relations--regulates the conditions of produc-
tion and pricing, as is the case under capitalism. The process of the for-
mation of relations between supply and demand is governed by planning and to
an ever greater degree takes place beforg exchange begins, in the stage of
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planning and forecasting volumes of production and consumptlon, in the utage
of coordinating the natlonal eeonomle plans of production and foreign trade,
and In the drafting of long=-term integrational programs and other produetion
and technical lines of cooperation. ‘This fundamentally predetermines as
well the conformity to plan of commodity=money relations between soclalist
countries, for whom price changes resulting unot from objective necessity,
but are engendered by haphazard and unorganized production of commodities,
are alien,

These eardinal qualitative changes in the role of the supply and demand fae-
tor have hecome pousible thanks to the Fact that the CEMA countries, unified
in the socialist commonwealth, manage their economiaes on the principles of
planning and carry on with one another the planned exchange of the results
of economic aectivity. In the process of that cooperation inereasingly

close relations are established between production and consumption, and
those relations are constantly becoming stronger as methods of joint plan-
ning activity are improved, as multilateral relations develop, and as a
thorough study is made of the resources available, of production capabili-
ties and of the economically sound requirements of the domestic and interna=-
tional markets of the CEMA countries.

However, since the results of realization of the relations between demand
and supply set forth in the plan are ultimately fixed and verified in real
terms under the conditions of exchange, it is obvious that a constant watch
must be kept on the conjuncture of the international market of the CEMA
countries, which must be analyzed so that relevant information can be regis-
tered in good time in the process of joint planning activity and in deter-
mining levels and proportions in the prices of products involved in various
forms of cooperation. Moreover, if under the conditions of contemporary
capitalism market analysis serves the interests of monopolistic competition,
the principal task of analysis of the conjuncture of the international mar-
ket of the CEMA countries consists of improving the planned organization of
production and exchange in order to satisfy to the maximum the needs of the
national economy of the socialist countries and to establish prices condu-
cive to effective development of the socialist economy.

It would thus seem especially characteristic of the process of price deter-
mination in the context of the integrational forms of cooperation that the
supply and demand factor would be taken into account right in the stage of
planning and production, which would ensure the objectivity of the formation
of regional socially necessary expenditures as the basic criteria.

One of the unfailing conditions for establishing contract prices on the ba-
sls of regional socially necessary expenditures must also be that of taking
world prices into account as a factor characterizing the possibilities of
sales at the level of the requirements of the world market.

Ordinarily the level of the alternative and competitive price is regarded as
a price-determining factor operative in the distribution sphere. But in the
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sltuatton that vomes about in a domaln where prices are determined on the
bauls of reglonal value and when 1t I8 proposed that world prices be used as
one of the ceiterin in determining contract prices, they (the world prices)
ghould in our opinion be regarded mainly as a very important objective indi-
cator of the allowable level of production costs of the export goods of the
CEMA countries. Correspondingly, so that world prices in the context of
production=-technical eooperation should effectively stimulate higher labor
productivity, technical progress and lower production costs, they should be
taken into aceount as a price-determining factor in the very process of the
production of commodities, when there ig still a possibility of comparing
them to the regional level and taking vigorous steps to raise production ef=-
fleleney. If world prices are brought in for comparison only in the stage
of the commodity's sale, then this post factum comparison of production can-
not yield the benefit required, since the act of the sale in these forms of
cooperation merely totals up the results of overall economic activity. At
best the results of that comparison might be borne in mind for the future if
by that time they are still relevant,

It iy gignificant that in many socialist countries the progressive influence
of world prices is actually taken into account in the very stage of planning
domestic prices, which essentially assigns to world prices the significance
of a price~determining factor primarily in the production process rather
than in the process of distribution. Yet in our opinion this indirect ef-
fect of world prices on the prices of the external trade of the socialist
countries is clearly insufficient. A considerably larger benefit to the
agreed determination of contract prices might be obtained from a direct con-
sideration of world prices before production begins or in any case in the
production stage.

It seems to us that in that case individual commodity groups would be un-
equally subject to the influence of world prices. This will depend on the
character and intensity of their impact on the conditions of production and
distribution, which can be illustrated with the following examples.

1. Commodities produced and sold primarily within the framework of the
world socialist economic system. Since the scale of their manufacture is
able to satisfy the needs of all interested countries, the influence of
world prices on determination of the contract prices of this commodity group
obviously cannot have serious importance, especially when the average world
level of production costs of analogous products is to some extent reflected
in the national prices of these commodities. In this case the regional cost
level becomes the determining factor in evaluating goods to be produced un-
der the conditions of integrational forms of cooperation.

2. Scarce goods for which the demand is mainly met by the CEMA countries by

production within the commonwealth. Since for this group of commodities the

shortage is as a rule only made up to a negligible degree by purchases on

other markets, the decisive influence on prices will be mainly exerted by

the real possibility of meeting the current demand with the commonwealth's
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ow resources, In this situation, of course, the factor of world prices
will correct the level of regional costs still less than in the first case.

J. CGoods which are scarce for the CEMA countries purchased in sizable pro-
portion on the world capitalist market. Since possibilities of full satis-
faction of demand depend essentially on inputs from outside, here, by con-
trast with the previous case, the prices of products manufactured under con-
ditions of production cooperation will experience the vigorous impact of
world prices. For example, when there is a shortage, high world prices can
become a reason for setting contract prices higher than the level of the
soclally necessary reglonal expenditures, whereas the possibility of obtain-
ing goods at comparatively low prices, encouraging movement of a portion of
the demand of the CEMA countries to the markets of third countries, can on
the other hand bring down the level of socilally necessary regional expendi-
tures if as a consequence the producers with the highest costs cease to take
part in their formation, and so on.

4. Commodities which can be sold both on the international market of the
CEMA countries and also on the capitalist market. Reflection of the factor
of world prices in the prices of the commodities of these groups, which are
based on regional expenditures, requires particular thoroughness so that be-
cause of the distortion of the indicators of comparative efficiency of pro-
duction and distribution the development of nonoptimum directions of the in-
ternational socialist division of labor is not encouraged in certain coun-
tries. Especial caution is also indispensable in this respect because an
orientation toward this price-determining factor which has not been suffi-
ciently thought out could give rise to an interest in preferential sale of
certain commodities on the world capitalist market, and this would result in
an artificial shortage of those goods on the international market of the
CEMA countries.,

5. Goods of the CEMA countries whose prices have an effect on determination
of the prices of the world capitalist market. Since even now the prices of
the international market of the CEMA markets are playing the role of one of
the factors regulating the level of world prices, the effect of the latter
on the process of price determination on the basis of the costs of the CEMA
countries will be minimally reflected.

The scheme we have examined for the determination of contract prices on the
basis of regional socially necessary expenditures of labor furnishes what we
regard as sufficiently convincing evidence that the economic nature of these

- prices, consistently oriented toward reflection of the internal conditions
of production and distribution on the scale of the world socialist economic
system, will be entirely determined by the character of international so-
cialist production relations.

Thus the socioeconomic essence of contract prices, both those based on world

prices and those which will be based on regional costs, i.e., regardless of
differences in the mechanism of price determination and the character of the
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base that iy used, 1s in principle one and the same and socialist. It re-
gulty From the formative effect of the laws of the sociallst economy, from
the implementation of soclalist principles and from the application of so-
c¢ialist methods of price determination.

We will attempt to examine the effect on the determination of prices opera-
tive ln the gsystem of foreign economic relations of the CEMA countries of
such cconomic laws as the basic law, the law of planned development and the
lav of value, each of which possesses its clearly manifested aspect of in-
fluence on this process., For instance, the basic economic law determines
the principal task which the contract price system is supposed to perform=-
vigorous promotion of the uninterrupted rise in the standard of living of
the peoples of the socialist countries in the context of integrative coop=
eration of the CEMA countries through mutually beneficial and highly effi-
cient trade In raw materials, fuel and finished products.

This statement of fundamental aim and principle, which expresses the very
essence of socialism's economic program, is realized in prices mainly be-
cause the effects of the law of planned proportional development, which has
a regulative impact which does not bypass the mechanism of price determina-
tion, are reflected. It is thanks to this specific law of the socialist
economy that the process of price determination becomes a planned process
ensuring consistent conduct of the agreed pricing policy of the socialist
countries, which has been defined on the basis of the requirements of the
basic economic law, It is therefore significant that under the impact of
the law of planned proportional development the operation of the law of
value ceases almost entirely to operate haphazardly, and its role in price
formation under socialism comes down essentially to fixing the socially nec-
essary expenditures of labor already determined by the plan and to their
quantitative measurement in the prices of individual commodities, i.e., to
the planned formation of specific price levels and relations. With respect
to the prices in effect in the foreign economic relations of the socialist
countries, for which world prices serve as the base, this is manifested in

= the corrective transformation of the indicators of the capital market which
are used so as to take into account the conditions of production and distri-
bution that obtain in the planned economy of the socialist countries. As
for the prices of commodities which will be based on regional socially nec-
essary expenditures of labor, they will begin to take shape as planned value
categories from the very outset.

The planned nature of the system of prices under socialism is their princi-
pal advantage over the prices of the capitalist economy. Expansion of joint
planning activity of the socialist countries, as one of the distinguishing
traits of the present stage of development of foreign economic cooperation
among them, is also creating new incentives for a further improvement of the
prices that serve the system of foreign economic relations of the CEMA coun-
tries. Especially large opportunities are being opened up in this respect,
we believe, thanks to application of the method of economic accountability
in the foreign economic activity of the socialist countries. International
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ceonomie accountability, which uses prices ag one of the mout effective eeo=
nomle levery, makes it possible to conslderably tnvigorate the participation
of thiys value category In the planned management of the development of the

- forelgn economie cooperation of the CEMA countries,

Ay they arrive at an ever more profound understanding of the economie laws
of woclalism fin order to make planned use of them in the practice of mutual
cooperation, by general agreement the socialist countries have for nearly

two decades now been applying as fundamental pricing principles that ex~
change shall be equivalent and mutually beneficial and that prices shall be
uniform and stable. Guided by these principles the countries are now manag-
ing the pricing mechanism in the sphere of mutual foreign economic relations.

The principle of equivalence stands out from the other principles by its
very nature, its principal distinection being that the results of its partic=-
ipation in price determination are not manifested directly: it "governs"
the deep internal movement of prices in the process of exchange., 'The es=
sence of the equivalent character of the metamorphosis of the commodity in
exchange was demonstrated very vividly by K. Marx in the first volume of
"Dag Kapital™: "in lts pure form the process of the circulation of commodi-
tics necessitates the exchange of equivalents."'0 Vv, I, Lenin also empha-
sized thn% the exchange of commodities "occurs only as an exchange of equiv-
alents.”

The equivalent exchange of commodities among the socialist countries occurs,
however, under the condition that in this case equivalence is achieved ei-
ther tn the scale of the average world expenditures of labor or in the scale
of regional socially necessary expenditures of labor, if they are recognized
by those countries as socially necessary, It is in this context that we

take up the presentation of this issue by 0. T. Bogomolov, corresponding
member of the USSR Academy of Sciences, who puts the concept of equivalence
in concrete terms by applying it to the conditions of mutual trade among the
CEMA countries as follows: "Exchange in which expenditures of labor socially
necessary from the standpoint of the world socialist economic system are
compensated is indeed equivalent exchange."!2 The principle of equivalence,
by establishing a sole method of measuring national against regional socially
necessary expenditures, thereby furnishes all participants in exchange the
objective conditions for assessing the value of their commodities, thereby
ensuring equal opportunities to realize economic advantages from the inter-
national division of labor through foreign trade and other forms of coopera-
tion.

Performance of the measuring function by the prices serving the sphere of
the foreign economic relations of the CEMA countries is directly related to
the principle of equivalence, since prices, having taken the form of money,
acquire the capacity to express, i.e., to measure indirectly through money,
that universal equivalent, that amount of value, which has been invested in
the production of every specific commodity. In the works of K. Marx we find
this expressed in very precise and figurative terms: "... prices, those
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loving glances which commodities cast on money, polnt out to the latter the
Limit of thelr capablility for reembodiment and actually their own amount."l3

The role of the principle of equivalence in this case connists of creating
the necessary objective conditions for that measurement, which ensures that
value estimates are made in the same seale, But, as V, 1, Lenin emphasized,
"poduction of value (social) to prices (individual) does not occur simply
and directly, but by a very complicated route ... conformity to law cannot
be manifested otherwise than in the average, social and mass pattern when
individual deviations to one side or the other cancel one another out,"l!
A8 a matter of fact, K. Marx highlights the same idea when he writes:

".,. In the exchange of commodities the exchange of equivalents exists only
{n the average and not in every individual case."!S

The dlstinguishing peculiarity of the analogous process under socialism,
where the operation of the law of value is regulated by and measured against
the operation of the basic economic law and the law of the planned propor-
tional development, is that price levels and relations are formed on an
equivalent basis in a purposive and planned manner. And finally, we believe
it also essentianl to note in this connection that the collective ecurrency of
the CEMA countries=-the transfer ruble--is used as the money unit whereby
contract prices perform their measuring function.

1f the principle of equivalence is mainly related to the operation of the
law of value, then the shaping influence on the principle of stability is
exerted primarily by the law of planned proportional development. Under the
influence of the principle of stability the contract price system takes on
relative stability, which presupposes that when nocessary planned changes
which are objectively required will be made in the contract prices of the
entire product list or of individual commodity groups and goods. At the
same time, while promoting development of stabilizing tendencies in the pro-
cess of foreign trade price determination, it does not transform contract
prices into a aystem of value indicators which are ossified in their invari-
ability, since in affirming this principle the countries have adopted the
premise that a prolonged immobility of any prices which 1s not economically
justified inevitably makes value assessment unrealistic and out of touch,
and they have always striven to prevent this in the practice of determina-
tion of contract prices., For example, contract prices remained unchanged
during those 5-year periods when there was a relatively calm conjuncture in
the system of prices in international trade. But when there are abrupt
fluctuations in world price levels and relations the intervals of stability
were shorter. Thus the principle of stability is also a dynamic principle
which presupposes that changes in contract prices will be planned in ad-
vance, which gives rise to the objective possibility of current and pro-
spective planning of commodity deliveries among CEMA countries.

As cvidenced by present experience, dialectical combination of the principle

of stability with flexibility in price determination is being achieved in

practice in revisions of contract price levels and relations. The principal
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reasons for these pevisions might be changes in the base level of world
prlees, ahifes lon the rolations between supply and demand, or changes in the
quality of gvods which through gradual accumulation inevitably reach a point
where they change the qualitative state of the goods., 'Thus by price flexi-
bility we mean that they reflect in good time changes in objective condi=-
tions of economic aetivity both in the sphere of production and also in the
distribution sphere. Moreover, the scientific character of planning within
the framework of the countries of the world socialist commonwealth makes it
possible to foresee and set forth in plans not only the times when these
changes will take place, but also their probable size, which is a fundamen=-
tal advantage of the price system in the context of a planned economy.

Experience shows that after each successive revision of contact prices they
again become stable for a certain period, which varies from commodity to
commodity because value changes do not occur at the same time, because the
movement of their demand and supply does not coincide, and because of other
factors, Por example, in recent years a stronger tendency has been noted
toward greater Elexibility in prieing in general and especially products
whose agsortment {s active (machinebuilding and the chemical industry).
Flexibility iy specifically combined with stability in prieing the products
of machinebullding in that even when a higher contract price is set on new,
teclinically improved and better quality products, the condition is strictly
observed of maintaining unchanged the average calculated level of the price
per unit of product performance (if, of course, there iy no possibility of
reducing it). This prevents a drop in the efficiency of applying new tech-
nology.

As we might expect, the recommendation on adoption of a sliding base for
contract prices in the 1976-1980 period, which was adopted by the CEMA coun-
tries in connection with the essential change in the situation in the prices
of world trade in the 1973-1974 period, tended to shorten the periods of
stability for most goods all the way down to 1 year. But that step is eco-
nomically justified and tactically indispensable under the prevailing condi-
tions, since it affords the possibility of bringing contract prices closer
to the sharply rising level of world base prices in a planned way, in sev-
eral stages with comparative leniency. 1In principle the observance of pur-
posive differentiation for different commodity groups within periods of
price stability and the timely changing of prices which have ceased to serve
the interests of the various partners for objective reasons constitute one
of the indispensable conditions for ensuring that exchange is mutually ad-
vantageous, and therefore must always be in the field of vision of science
and practice in the domain of price determination.

The planned changing of contract prices is conducive to their improved per-
formance of the measuring function and makes value assessments more objec-
tive. This is especially important to planning the volume of foreign trade
turnover and other deliveries between CEMA countries, to calculations of the
- effectivencss of foreign economic cooperation, to discovering the most prom-
ising divections of intergovernmental industrial specialization and coopera-
tion, to determining the basic proportions in the national economic structure

34

FOR OFFICIAL USE ONLY

APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000100090021-8



APPROVED FOR RELEASE: 2007/02/08: CIA-RDP§2-00850R000100090021-8

FOR OIFICIAL USE ONLY

of the various countries and to improving the character of the international
division of labor within the framework of the world socialist economic sys-
tem, since successful development of these processes ultimately constitutes
the real foundation for stable and mutually beneficial relations among the
countries of the soclalist commonwealth,

Application of the prinelple of price uniformity (yedinstvo) also became pos-
sible only in the context of the planned foreign economic relations among the
socialist countries thanks to the impact which the operation of the law of
plamned proportional development has on the mechanism of price determination.
In practical terms this is related to the fact that to ensure the objectivity
of planning calculations it is indispensable that the value indicators used
be distinguished to the greatest possible degree by uniformity in their level
with respect to all participants in cooperation (by contrast with the multi-
plicity of prices taken as the base of contract prices which are operative

in the capitalist economy). Price uniformity is an attribute which prices
acquire in trade on the world socialist market and which manifest the indis-
putable advantages of planned price determination.

The objective necessity of applying the principle of price uniformity arises
out of the nature of soclalist international relations, which are based on
full equality and mutual trade and on ensuring effectively equal conditions
for all countries cooperating through the most diverse forms.

The principal condition for observing the principle of uniformity in prices
is to establish the same base price for all partners, but not equality of
contract prices, which in fact cannot be equal, since in addition to this
base, they also include shipping and insurance expenses, which vary from
country to country as a function of actual costs. Consequently, the princi-
ple of price uniformity is not as a rule externally evident in the levels of
actual contract prices, which usually differ for the same goods from agree-
ment to agreement. This circumstance sometimes leads people to erroneous
ideas because they exaggerate the size of the deviatlons from this principle
in the practice of price determination, though in fact we should acknowledge
that at the present time full uniformity of base prices has still not been
achieved for a number of goods either in USSR trade with the CEMA countries
or in mutual trade among them. In our opinion the reason for this is that
mo.: of the contract prices now used were established under bilateral agree-
ments among the countries so as to take into account respective specific pe-
culiarities of each particular pair of countries. Moreover, in a number of
cases the countries have used as initial sources of information prices of
different world commodity markets. Reflection of the factor of the shortage
of goods has also made its contribution to the discrepancy. So the princi-
ple of price uniformity is manifested more as a tendency which possibly will
be realized more consistently in the future as the practice of multilateral
price revisions expands and also partially as a result of the proposed an-
nual correction of price levels.
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One of the Llmportant constructive consequences of applying the principle of
price unity in the foreign economic relations of the CEMA countrics is the
congtant leveling out of their levels for the same commodities, This helps
to cnsure that value assessments are in the same scale and affords the pos-
sibility of realizing the conditions of equivalent exchange more fully.

Consequently, realization of the principle of price unity thereby ensures
improved fulfillment of the measuring function by contract prices and en=-
hances their role as an objective economic criterion. G. L. Shagalov de-
scribes the importance of this principle as follows: "The principle of
price uniformity brings about a certain equalization of the indicators of
the effectiveness of exporting and importing the same goods in a given coun-
try's trade with the various socialist countries which belong to CEMA,"16

It is an indubitable advantage of the principle of price unity that the base
value assessments are easier to see and provide convincing confirmation that
true economic equality prevails for all participants in trade on the world
soclalist market. Successful development of many important processes in the
planned economy is thus bound up with operation of the principle of base
price uniformity,

In assessing the role of the principle of mutual advantage in the process of
price determination we obviously should note first of all that it reflects
the requirements of the basic economic law of socialism and promotes forma-
tion of precisely that system of contract prices which, by ensuring that
each country obtains the highest possible price in view of the given spe-
cific conditions and tasks in the effectiveness of cooperation, can success-
fully contribute to solution of the most important socioeconomic problems in
the CEMA countries.

The principle that exchange among CEMA countries thould be mutually advanta-
geous, which is implemented to a considerable degree through prices, will
undoubtedly have great importance in the future as well because of the con-
stant effect of a number of economic and political factors. For instance,
the fact that the CEMA countries have a common socioeconomic and political
system, the combination of natural-geographic factors and mutual complemen-
tarity of national economic structures, which is favorable to development of
trade, the higher concentration and intensiveness of economic relations
within the framework of the commonwealth as compared to international trade,
the geographic proximity and sharing of borders by most of the CEMA coun-
tries afford the possibility of establishing more effective price levels and
relations on the international market of these countries than in trade with
third countries,

As evidenced by the experience of the various countries of CEMA, the eco-
nomic efficiency of foreign trade from each country's point of view is quan-
titatively determined by comparing levels of foreign trade prices with do-
mestic value ~ssessments. The theoretical and practical expediency of ap-
plying this m _hod of calculating the efficiency of foreign trade has been
repeatedly approved, as we know, in the writings of many Soviet economists:
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0, T, Bogomolov, A, P, Borisenko, V, S, Crinev, B, D. Zotov, B, N. Ladygin,

Ly P, Motorin, 0. K. Rybakov, V. V, Savost'yanov, G. L. Shagalov, and V. M.
Shastitko=-as well as by economists of the other CEMA countries. 0. K. Ry-
bakov has this to say in his monograph: "The economic efficiency of devel=-
oping forelgn cconomie relations is for any country based on the faet that
domestle production costs of export goods are as a rule lower than domestic
costs for the possible domestic production of import goods which the given
country ls able to purchase for the foreign exchange obtained from exports."17

In moving on to examine this problem from the standpoint of the distribution
ot the total economic benefit among countries, i.e., to the heart of the
problem of the mutually advantageous nature of cooperation, 0. T. Bogomolov
distinguishes the special role of contract prices: "The relation of the
prices of the world socialist market directly influences the indicator of
the national economic efficiency of international production cooperation for
= the individual countries. As a function of the price level and consequently
of proportions in international trade, some socialist countries may obtain a
greater or smaller economic advantage."18 In other words, it follows from
this conclusion that the principle of mutual advantage by no means excludes
the possibillity of differentiation of the size of the economic benefit which
a particular country realizes from various export-import transactions.

Nor is it an indispensable condition of mutually advantageous trade that all
participants in a particular agreement unfailingly obtain an equal benefit.
K. Marx spoke quite definitely in this regard: '"... in international trade
different rates of profit of different nations turns out to be an altogether
indifferent circumstance for their commodity trade."!? Here the decisive
circumstance is in general the possibility of that country's attaining
profit from international trade.

It is in relation to this circumstance that the prices of the international
market of the CEMA countries perform the stimulative and redistributive
functions which they perform in the process of mutual exchange. As experi-
ence demonstrates, the stimulative function is usually performed by prices
directly, by virtue of the fact that special stimulative prices are actually
set on specific types of products, and in certain cases by virtue of the
fact that one-time advantages designed to serve a strictly specified purpose
are afforded through prices. Taking into account, however, that adoption of
a system of special contract prices will as a rule bring about an inevitable
redistribution of economic advantages in the favor of only one of the coun-

) | tries at the expense of the others,20 the countries strive not to expand
this form of incentive very much so that other participants are not deprived
of the necessary motivation because the objective conditions for ensuring
that exchange is mutually advantageous have been disrupted too sharply.

As demonstrated, then, by the mechanism of operation of the stimulativ2 and
redistributive functions, which are closely related to many economic and po-

litical aspects of cooperation, the interests of attaining through prices
the maximum benefit for all CEMA countries necessitate the most thoughtful
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and creatlve attlitudey toward use of the principle of mutual advantage in
the practice of price determination, 1If we now attempt on the basis of the
results of vur analysis to give a definicion of the prices which now serve
the development of economic relatlons of the CEMA countries, then they
should, It seemy to udg, be deseribed as a variety of the money form of value
which is belng shaped by the joint efforts of the countries on a planned ba-
318, 1n conformity with the laws and principles of the socialist economy, on
the basis of the international value on a worldwide scale, but with a cer=
tain consideration paid at the same time to regional socianlly necessary ex-
penditures within the world socialist economic system,

This definition of contract prices as a planned value category essentially
unifies, in our opinion, the two specific traits characteristic of prices in
the forelgn economic relations of the CEMA countries: their essence with
respect to value and thelr planned nature, which make it possible to de-
seribe this economic category as a product of the development of planned
commodlty-money relations expressing the directly social character of pro-
duction and exchange under socialism,

FOOTNOTES
1. Marx, K., and Engels, F., "Sochineniya," Vol 25, Part 2, p 189.
2. 1Ibid., Vol 23, p 86.

3. Bautina, N, V. "Sovershenstvovaniye ekonomicheskikh vzaimootnosheniy
stran-chlenov SEV" [Improvement of the Mutual Economic Relations of the
CEMA Member Countries], Moscow, Ekonomika, 1972, p 143,

4, 1t is also significant that use of this "ready-made" base, constituting
a specific peculiarity of determination of the prices of the interna-
tional market of the CEMA countries, is a normal result of the proce-
dure adopted in their mutual foreign economic relations, which provides
that agreements on quantitative volumes of deliveries are first con-
cluded, and questions of prices are taken up subsequently, i.e., by a
certain time interval between the material form and value form in ex-
change, 1In this context the fundamental understanding concerning spe-
cific levels of world prices, which the partners recognize as suffi-
ciently representative base criteria, serves as the necessary guarantee
that exchange will be efficient and mutually advantageous.

5. EKONOMICHESKIYE NAUKI, No 7, 1976, p 64.
6. Lenin, V. 1., "Polnoye sobraniye sochineniy," Vol 45, p 268.
7. Marx, K., and Engels, F., Op. cit., Vol 23, p 55.

8. Bautina, N, V., Op. cit., p 126.
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The importance of the role of supply demand as a factor in price deter-
mination has been theoretically demonstrated by K., Marx back in his
Economic Manuseripts 1857-1859, when he wrote; ..., price iy distin-
puished from value not only as the nominal {s distinguished from the
real, not only thanks to its denomination in gold and silver, but by
virtue of the fact that value stands as the law of those movements
which the price performed., But they are always different and never co-
incide or coineide only by pure accident and as an exception. The
price of a commodity is always higher or lower than the commodity's
value, and the actual value of the commodity exists only within the up-
ward and downward swings of commodity prices. Supply and demand are
constantly determining commodity prices' (Marx, K., and Engels, F.,

Op. cit., Vol 46, Part 1, p 78).

Marx and Engels, Op. eit., Vol 23, pp 168-169 and 171.
Lenin, V. 1., Op., eit., Vol 26, p 63.

Bogomolov, 0. T., "Teoriya i metodologiya mezhdunarodnogo sotsialisti-
cheskogo razdeleniya truda" [Theory and Methodology of the International
Socialist Division of Labor], Moscow, Mysl', 1976, p 135.

Marx, K., and Engels, F., Op. cit., Vol 23, p 120,
Lenin, V. I., Op. cit., Vol 26, p 68.
Marx, K., and Engels, F., Op. cit., Vol 19, p 19.

Shagalov, G. L., "Ekonomicheskaya effektivnost' tovarnogo obmena mezhdu
sotsialisticheskimi stranami" [Economic Efficiency of Commodity Trade
Among Socialist Countries], Moscow, Mysl', 1966, p 73,

Rybakov, 0. K., "Ekonomicheskaya effektivnost' sotrudnichestva SSSR s
sotsialisticheskimi stranami" [Economic Efficiency of the USSR's Coop-
eration With the Socialist Countries], Moscow, Mysl', 1975, p 44.

Bogomolov, O. T., Op. cit., p 128.
Marx, K., and Engels, F., Op. cit., Vol 25, Part 1, p 193.

Because one sometimes encounters an opinion that altogether rejects the
possibility of even a partial performance of the redistributive func~
tion by contract prices, it is evidently worthwhile to insert a refer-
ence to a statement which K. Marx made in his Economic Manuscripts
1857-1859 on exactly this question: "It follows from the fact that
profit may be lower than the surplus value, i.e., that capital may be
exchanged at a profit without an increase in its value being realized
in the strict sense, that not only individual capitalists, but also na-
tions as well may carry on exchange with one another perpetually and
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algo uninterruptedly repeat exchange on an ever larger scale without
obtaining the same profit therefrom. One nation may always appropriate
to ituelf a portion of the surplus value of another without giving any=-
thing in exchange, except that here the standard of measurement is dif=-
ferent than in exchange between the capitalist and the workers"

(Marx, K., and Engels, F., "Sochineniya," Vol 46, Part 2, p 384).

0. K. Rybakov notes this same aspect of the problem: "Any redistribu-
tive processes among states take place through the prices in effeet in
the mutual trade between them" (Rybakov, 0. K., "Ekonomicheskaya effek-
tivnost' sotrudnichestva SSSR s sotsialisticheskimi stranami," p 51).
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Chapter 2, Characteristic Trends of the Movement of Contract Prices for
: Basic Croups of Goods

If the examination of the economic nature of the prices which operate in the
system of foreign economic ties of CEMA countries, as was shown in the pre=
ceding chapter, promotes a.most thorough understanding of the essence and
significance of them as a special value category, the study of the dynamics
of contract prices serves primarily the task of identifying the main trends,
the stable interrelatfonships and the fundamental causes of the real move-
ment of prices, which organically links theoretical research with the prac~-
tice of pricing.

But before proceeding directly to the examination of the dynamics of con-
- tract prices, it is necessary to look into a number of questions connected
with the methodology of analysis.

First, this pertains to the underlying methodological principle of research.
We consider it expedient to use the method of the simultaneous parallel com-
parison of the dynamics of contract, world and wholesale prices, and not to
confine ourselves, as is usually the case, to the study of only one series
of contract prices. The use of this methodological procedure has the basic
advantage that it makes it possible to avoid the many shortcomings of the
discrete analysis of each type of prices separately and, what is the main
thing, to increase substantially its effectiveness by means of the compre-
hensive comparison of three levels of prices, which characterize the main
value parameters of the process of pricing in the reciprocal trade of the
CEMA countries. By using this method of comparing dynamic series of con~
tract prices, on the one hand, with world prices, which serve for them as
the official reference base, and, on the other, with wholesale prices,
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which characterize the levels of the demestic production costs of the CEMA
countries, a real opportunity is afforded to bring the analysis of contract
prices considerably ¢loser direetly to the sources of the process of foreign
trade pricing.

Seeond, whon analystng contract prieces, especially fn the procuss of com=
paring them with world prices, the consequences of such a methodological
peculiarity of contract prices as the stability of their level appeared
very distinetly. In particular, the gradual increase, which is typical of
the past period, during the interval between the contract price revisions
of very substantial shifts in the structure of thelr interrelations is con-
nected precisely with the stability. The changeover to a sliding price
base {8 certainly making its own adjustments in the dynamies of the levels
and correlations of prices.

Third, the comparative analysis of contract, world and wholesale prices is
made on the basis of indices which were calculated on the basis of the abso~
lute levels of these prices with respect to the 1970 level. Preference was
piven to the method of indices as compared with the method of analysis of

the absolute levels of prices first of all for the reason that it makes it
possible to trace more clearly, and without complicating the caleulations

by the involvement of exchange instruments, the main directions in the dy-
namivs of these prices and to describe the fundamental changes in their move-
ment, At the same time it must be stipulated that, from our point of view,
such indices are not methodologically an absolutely irreproachable criterion,
as a consequence of which some conclusions, which will be made during the
analysis on the basis of index estimates, should not always be taken to be
completely infallible and final.

Fourth, average statistical prices, which were calculated according to the
data of the all-union export-import associations and other economic organiza-
tions of the USSR, which carry out foreign trade operations, were used as
m-thodologically quite representative information on contract prices, on the
basis of which the indices were calculated. These indices were calculated
for individual groups of goods and the most important representative goods.
The use for the purposes of this analysis of average statistical prices,
which are distinguished by some "deviations" from the point of view of cost-
ing purity from the prices of strictly specific goods, in our opinion, is
statistically fully justified primarily because they have as compared with
unit specific prices the indisputable advantage of generalized value indica-
tors. The point is that the series of prices of individual goods with a
sharply defined individual characterization are only examples, special cases
in 'ricing, although they are taken in their dynamic development. They can
shos (and indeed do show) the most conflicting, at times even the direct op-
po ‘te trends in the movement of the prices of various specific representa-
tives of a homogeneous group of goods. Therefore, in order to discover in
the practically boundless sea of these prices what is natural and typical,
it. i3 necessary to bring them together in the unified course of a generalized
indicator. Average statistical prices, in our opinion, are precisely such
an indicator. Calculated on the basis of the individual prices on the
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average during the year for consolidated types of goods or groups of goods,
the dynamic series of the average statistical price indices make it possible
to obtain a generalized description of the process of priecing, which has
been crystallized in specific trends and reveals the most general, funda-
mental parameters and directions of its development, especially over a long
period.

Fifth, on the basis of the fact that the Soviet Union has the greatest pro-
portion in the reciprocal commodity turnover of the CEMA countries and since
the indices of its export prices are calculated with respect not to the in-
dividual countries, but to all the countries of the community taken as a
whole, in our opinion, it is methodologically quite permissible to use as
the basic information in the calculations the indices of the most important
export goods in USSR trade with the CEMA countries, Incidentally, a routine
computation using the example of the prices of some sample goods showed the
negligibility of the degree of discrepancy between the contract prices, which
formed in USSR trade with the CEMA countries, and the regionwide level of
contract prices.1 On the whole, when characterizing on a sufficiently broad
macrolevel the dynamics of contract prices in the trade between the CEMA
countries, the indices of the average statistical contract prices of the
Soviet Union make it possible to present in relief, close up the main laws
of the process of foreign trade pricing, which is very important for the na-
tional economic estimates of the development of the economy of the socialist
countries,

Sixth, for the periodization of the analytical data, which was used in the
process of the study, the changes caused by the movement of the contract
prices served as the decisive methodological factor. This primarily explains
the selection as the reference points for the analysis the price indices of
1966 and 1971, the levels of which characterize the results of the adjust-
ment immediately during the first year right after the mass revision of the
entire system of contract prices. The series of indices from 1970 to 1975
1s cited for the purpose of showing a comparative picture of the degree of
the annual change in all three types of the prices being studied. One of
the methodological peculiarities of this analysis of the dynamics of con-
tract, world and wholesale prices is the use as the basis of the calcula-
tion of the indices of the price level of 1970, and not 1960, which is
chronologically the starting point of this analytical series. The selection
of this base was dictated by the consideration that both in world statis-
tics and in CEMA statistics at present 1970 is the base point of the over-
whelming majority of calculations, as well as by the quite justified aspira-
tion to bring the analytical data closer to the current scale of their

- 1. TFor example, for such goods as staple cotton or wheat, which are objects
primarily of the exports of the Soviet Union, the deviations, as a rule,' do
not exceed 1-2 percent; for goods with a broader group of exporters among
the CEMA countries (meat, butter, wool), the deviations reach 5-10 percent.
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measurement. It should also be noted, apparently, that the l6-year period
being analyzed (1960-1975), in our opinion, is statistically sufficiently
representative.

And, finally, since the dynamics of the contract, world and wholesale prices
of various groups of goods as components of the total structure of the
foreign trade turnover of the CEMA countries have their own peculiarities,
three main subdivisions of goods were singled out in the process of the
study, which made it possible to analyze separately and then to compare the
movement of prices for such major groups of goods as fuel and raw material
goods, metals, agricultural goods and the products of their processing,
machinery and equipment.

The Nature of the Dynamics of the Price Indices for Fuel and Raw Material
Coods and Metals. It is best to begin the analysis of the movement of the

- contract, world and wholesale price indices for fuel and raw material
soods and metals, in our opinion, with the examination of the data of
Table 1, which characterizes the dynamics of these indicators, which were
calculated in conformity with the adopted research methodology.

A survey of the cited data makes it possible to note the great dynamicity

of the change of the price indices for this group of goods, which can be
traced distinetly above all in the substantial increase of all three series
of indices by 1975 as compared with 1960. For example, the world price in-~
dices for petroleum increased 6-fold, zinc and cellulose--nearly 4-fold; the
contract price indices for zinc--3-fold, coal--2-fold, petroleum--1.6-fold;
the wholesale price indices for petroleum, ire and manganese ore--2-fold,
pig iron, zinec, cellulose--1.5- to 2-fold. Here the world and contract
price indices have been most dynamic in recent years. If we limit more pre-
cisely the time framework of the especially intensive movement of the in-
dices of the individual types of prices, the end of 1972 to 1974 should be
mer.tioned for the world price indices, above all 1975 for the contract price
{ndices and 1974 for some goods, as well as the boundaries of the changeover
to a new (lower) price level in 1966 and 1971.2

The data of Table 1 also show that the movement of the contract, world and
wholesale price indices, which was caused by various factors, was manifested
specifically not only in the directions of the changes of the indices be-
tween the three main types of prices being analyzed, which in principle do
not coincide, but also in the quite substantial discrepancies within each

of them separately for various goods. For example, for the majority of

2. vhen analyzing the noted trends in the movement of the price indices it
is necessary to emphasize a very significant, in our opinion, feature of
these indicators, which is connected with the uniformity of the qualitative
2valuation of the majority of the goods of this group and with the stability
of the assortment pattern of the exports, owing to which the dynamics of the
cited data characterize quite reliably the real processes of pricing of the
goods of the fuel and raw material group.
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goods the contract price indices for the period from 1960 to 1970 decreased,
while the world and esperially the wholesale price indices of many types of
fuel and raw materials had during this period the clearly predominant ten-
dency to increase, After 1970 against the background of the rapid increase
of the world price indices of the goods of this group--and following them
the contract price indices as well-=the wholesale prices and their indices
maintained almost complete stability.

Table 1

Contract, World and Wholesale Price Indices of the USSR for Some Types
of Fuel, Raw Materials and Metals (1970 = 100)

(1) Tossp [ 2Mtugexe ueu (1060 r[1960 rf1970 r 1972 001073 £ 1074 1078 1,

(3) Yron 24 Kourpaxtine | 145 | 98 | 101 | 420 | 107" | 108 | 230
5) Mitpooue g2 | #1015 {120 | 132 | 193

(6} Onrootae 50 | 63 o3| 96 05| 04| 05,

(7) Heprs (4) Konrpaxrnue| 133 | 07 | 101 | 102 | t04 | 117 | 218
(5) Mupoute 103 | 100 | 122 | 133 | 182 443 | 640

(6) Onronue 36| 42101 | 101 | L | two | 10t

(8) Xeaeanan EA Kourpaktiwe | 121 | 101 { 101 | 102 [ 102 ;105 | 138
pyaa 5 Mupostte 120 ) 05 | 12 1107 90 L8 6

(6 Ouronue 371 41 03| 93| 93] 93| 100

(9) Mapranuenar Kou'rpak‘rl‘u? 20| 97|00 | ov| 93-1103| 99
pyRa gS Muposuie 152 [ 152 | 122 ] 117 | 150 [ 220 | 204

6. ourooue 300 s4] 98| 05 wi| 96| 97

(10)Uyryu 4) Konrpakruse | 144 | 1021 93 | 100 | 100 | 99 | 152
5) Muposue 101 ] 83| 110 { 112§ U3 | 155 | 18}

(6] Ourontic 56| 61100 | 100 f 100 | 99| tol

(L) 1k (4) Konrpasrine| 93] 98 | 1111421 [ 132 | 420} 270
5} Mupoouie 72 83103 [ 123232 | W29, 252

6) Ouronme 61| Gt 400|100 400 | tvo ]| two

(12)Cemnen  (4) Konrpaxtuwe | 134 { 104 | 119 | 135 | 141 | 173 | 190
5) Mupouuie 581 75] 82 97 {140 ] 203 14)

6 Ourosue 1t | 107 100 | 1w o | o | 1w

(13) Aniosmituni (lb Koutpatiue {101 400 | 102 [ 407 1 10D ¢ 110 { 120
- (5)X Mupoo:e 93 83 98| 84| 84| 1031 10)
(6) Ouronuc 741 74 100 [ 100 | 101 .I ]
(14)ue.1:||o.1o):§4 Konrpaxruwe | 111 [ 114 [ 107 1 414 | 119123 133
5 ) Muporte 631 €5 ] 413106 | 113 1 161 | 244

(6) Onrosuc 41 cof os{tot] 07| 7| 72

.

!

ey on following page

%

45
FOR OFFICIAL USE ONLY

APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000100090021-8



APPROVED FOR RELEASE: 2007/02/08: CIA-RDP8§2-00850R000100090021-8

FOR OFFICIAL USE ONLY

heyt 1. Good 8. Iron ore
2. Price index 9, Manganese ore
3, Coal 10, Pig iron
4, Contract 11, Zinc
5. World 12, Lead
6. Wholesale 13. Aluminum
7. Petroleum 14, Cellulose

Source: "Vnesnyaya torgovlya SSSR. Statisticheskiy obzor" /USSR Foreign
Trade. A Statistical Survey/, Moscow, "Statistika", the corresponding
years; '"Monthly Bulletin of Statistics," New York, the United Nations, the
corresponding years.

As to the indices of the various types of prices, here an even greater in=-
consistency of the "intratype' movement is observed. As an illistration of
this process it is possible to cite instances of the direct opposite movement
of the indices of the individual types of prices. For example, during
1960-1970 the world price indices of iron and manganese ore decreased, while
those of coal, zinc, lead, aluminum and cellulose increased. The analysis
of the movement, although negligible, of the wholesale price indices during
1970-1975 shows that for petroleum, pig iron and aluminum they increased;
for coal, manganese ore and cellulose they decreased; for iron ore, zinc and
lead they remained unchanged. The degree of change of the indices was also
different: the most significant degree was for world prices (for petroleunm,
zinc and cellulose they increased during 1960-1975 by 181-537 points); it
was weaker for contract prices (the increase of the price indices for petrou-
leum, coal and zinc was 83~177 points) and the weakest for wholesale prices,
where the increase of the price indices for manganese ore, petroleum and
iron ore was on the level of 63-67 points.

However, of fundamentally great importance in this case is the fact that

a1l these changes, which have different directions and a different intensity,
of the contract, world and wholesale price indices, which reflect the changes
in their absolute levels, had such a contradictory influence on the nature

of the correlations forming between them, the study of which is of particular
inter1est for this examination. Therefore, in order to analyze in more detail
and specifically, as applied to the individual types of representative goods
in question, the dynamics of the contract, world and wholesale price indices
and their correlations, it is necessary to make additional supplementary
calculations, the results of which are presented in Table 2.

By analyzing on the basis of the data of Table 2 the nature of the interrela-
ticis of contract prices with world prices, it is possible to see that the
nreatest convergence between them was typical of 1966 and 1971-1972, that is,
the first years immediately after the changeover to the new base, which is
calculated in both instances as the average annual level of world prices for
the preceding five-year period. Indeed, the smallest deviations according to
the value in the price indices fall to these periods-~the average amount of
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the deviations is 21, 14 and 17 poin:s,3 which, for example, is nearly one=-
sixth to one-ninth as much as in 1974 and one=fourth to one=-sixth as much as
in 1975, For some goods the closeness of the convergence reaches at times
critically negligible limits: in 1966 for petroleum==-3 points, iron orae=-

5 points; in 1971 for aluminum==4 points, cellulose==6 points; in 1972 for
zinc=-2 points, coal and iron ore-=5 points. Incidentally, precisely thia
factor--the separation of the indices of current world prices from the re-
ference base used in forming contract prices=-in our opinion, basically ex-
plains the relatively high degree of discrepancy between the contract and
world prices in 1960, when the contract price indices, which were calculated
on the baails of 1957 world prices, are compared with the 1960 world price
indices.

Table 2

Comparison of the Degree of Change of the Contract Price Indices
With Respect to the Changes of the World and Wholesale Price In=-
dices During 1960-1975
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(4)Xeacanan pyas A 21 s 1 S| 2] 131 28
B 84| GO 2 4 4 6] a3
- (5)Mapramucoan pyaa A G3 | & 22 |27 | & [ 417 |
b 191 63| 2|8 3 ? 2
(6) Uyryn A p &3] || ] se]
2] 83| A5 1 0 0 0] St
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b 23 311937 &1 73] 00
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b GA| SA] o9 | 13| 2] S2| 86
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B | 73] 42| 5|2 t4] 23] 78

[K.ey on following pag_e_7

3. The extent of the difference is calculated as the arithmetic mean differ~
ence from the sum of the deviations for all nine goods. For example, for
1966 it would be, according to the data of Table 2: (94+34+5+55+13+15+
294 124+49) : 9=14,1
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Key! .
g 1. Difference in points between 5. Manganese ore

contract and world prices (A), 6. Pig iron
contract and wholesale 7. 2ine
prices (B) 8. Lead

2. Coal 9., Aluninum

3. Petroleum 10, Cellulose

4, lron ore 11, Average

Calculated from the data of Table 1.

A typical trend of the development of the interrelations of the contract and
world price indices, which is also distinctly visible from the average levels
of the deviations between them, is the gradual increase of the deviations
starting in 1972 (1974 was the culmination point). The results of the cal-
culations show that this concerned to the greatest extent such goods as
petroleum, zinc and manganese ore and was caused by the fact that while the
world prices for these goods, having experienced a number of impulsive
Jumps, exceeded their own level many times, the contract prices for petro-
leum and zinc increased by 1974 (1970=100) by only 17=-29 percent and for
manganese ore in general were virtually not adjusted. For other guods the
intensity of the increase of contract prices was also comparatively lower
than that of world prices.

This nature of the trends of the movement of the contract and world price
indices and the interrelations which formed between them was naturally
governed by the method previously in effect of the foreign trade pricing of
the CEMA countries, when the contract prices of raw materials, fuel and
metals were adjusted on the average once every five years regardless of the
actual changes which had occurred in the prices of international trade. The
recommendation of the CEMA Executive Committee (1975) on the use of a more
fiexible method of adjustment unquestionably will also promote the more con-
sistent implementation of the principle of forming contract prices on the
basis of world prices, one of the results of which should be, in particular,
the convergence between their indices. As the first phase of the adjust-
ment of contract prices at the beginning of 1975 showed, the correlation be-
tween them has been appreciably balanced, although even now the gap is quite
appreciable. Therefore, 1if we give an assessment for the future, on the
basis of the existing situation, it should be noted that, in spite of the
steps that have been taken, the problem of the further convergence of the
contract and world price indices, the successful solution of which will de-
pead decisively on the extent of the adjustment at subsequent stages and the

nat re of the current changes in the levels of world prices, as before re-
miins pressing.

A much digssimilar picture, as the data of Table 2 show, is found in the cor-
relations between the contract and wholesale price indices, if we compare

it with the nature of the above-examined interrelations of the contract and

world price indices. Thus, in 1960 the contract price indices were twice as
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close to the world price indices than the wholesale price indices. 1966,

on the one hand, can also serve as an example of the establishment of favor-
able correlations between the contract and world price indices and, on the
other hand, on the contrary, is characterized by the continuation of the
very significant dlfferences of the contract price indices with the whole-
sale price indices, while in 1974 as a rasult of the sharp increase of the
world price indices the pap between them and the contract price indices ex-
ceeded more than fivefold the degree of differences between the contract and
wholesale price indices. At the same time periods of the relative converg-
ence in the degree of the deviations of the contract price indices from
both the wholesale and the world price indices were also observed (for ex~
ample, in 1972 and 1975), which, however, does not attest to such a coinci-
dence betwecen the absolute levels of these prices, but only emphasizes the
parallel direction of their movement during these years.

If we analyze the nature of the interrelations between the contract and
wholesale price indices for individual types of goods, first of all it is
necessary to note that 1970 became a kind of turning point, prior to which
(starting in 1960) the wholesale price indices of the overwhelming majority
of goods were considerably lower than the contract price indices. After

1970 as a result of the stability of the levels of both types of prices a
small difference was maintained between their indices right up to 1975,

when the changeover of contract prices to the new base began (for some

metals only up to 1974 and even 1973, since a partial adjustment was made

for them even earlier). As is shown by the calculation data cited in

Tables 1 and 2, the increase of the contract prices in 1975 led to a signifi-
cant increase in the deviations between the contract and wholesale price in-
dices for all the goods in question, except manganese ore. However, in
analyzing this process, it is necessary to direct attention to the inade~
quacy and inaccuracy of the index evaluation in this case. The point i1s

that at that time there were between the absolute levels of the contract and
wholesale prices, which were arbitrarily taken when calculating the indices
on the basis of 1970 as 100, substantial differences which were unintention-
ally "hidden" in the dynamics of the indices after 1970 until both the whole-
sale and contract prices remained unchanged (in practice until 1975). There-
fore, the absolute increase of the contract prices with the stability of the
wholesale prices in 1975 externally was manifested very distinctly and un-
ambiguously as the worsening of the proportions between their indices (and,
it can be concluded, also between their absoluta values), although in real-
ity, on the contrary, precisely a convergence between these prices in abso=-
lute terms occurred, that is, we were faced with one of those cases, the
likelihood of which was already mentioned in the methodological remarks on
the analysis (it is impossible to overestimate the analytical potentials of
the index method of evaluaticn).

4. However, this statistical "special case," in our opinion, by no means
calls the index method into question, but merely emphasizes the need for the
strict observance of all the conditions of the analysis.
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1f we compare now all three lines in the dynamics of the indices of the serles
of prices being analyzed--contract, world and wholesale prices~-in our opin-
ion it is possible to note the following characteristic trends in the devel-
opment of their interrelations. First, the correlations between the contract
and world price indices for petroleum, manganese ore and zine and between the
contract and wholesale prices for coal, zinc, lead and cellulose changed the
most dynamically, which attests to the independence of these directions.
second, the data cited in Tables 1 and 2 show that in the dynamics of the
contract price indices before 1970 considerably sharper differences are noted
with respect to the wholesale price indices than to the world price indices
for all the goods, with the exception of lead, while after 1970 the picture
changes quite sharply. Now closer proportions between the contract and

world price indices are being established for some goods (lead, cellulose,

in part coal, which was joined in 1975 by iron ore and pig iron), while for
other goods (petroleum and manganese ore) the discrepancies are increasing
sharply. Third, the previous uniformity does not exist in the interrelations
between the contract and wholesale price indices, which was disrupted first
(in 1973-1974) for lead, zinc and cellulose, and then (in 1975) covers eight
of the nine goods being analyzed.

As a result of all these contradictory changes, however, the following stages
in the movement of the contract, world and wholesale price indices stand out
quite clearly: initially (1960-1970) a closer interrelation between the con=-
tract and world price indices; then (1970-1974) an appreciable convergence

of the contract and wholesale price indices, at the same time as which a de-
crease, but a weaker one, in their discrepancies with the world price in-
dices occurred (1970-1973); this tranquil stage was replaced by the explosive
peak of 1974, which abruptly disrupted the links between the contract and
world price indices; and in the last stage (1975) the tendency toward equi-
librium (true, with an amplitude of 78-92 points) in the deviations of the
prices. Thus, it is possible to note on the whole a very consistent connec-
tion of the movement of the contract price indices with the world price in-
dices for the goods of the fuel and raw material group and metals.

Dynam.cs of the Price Indices for Agricultural Goods and the Products of
Their Processing. The problem of supplying the countries of the world social-
ist cummunity with foodstuffs and other types of agricultural products is one
of the basic problems which will be solved in the framework of the long-term
goal programs of cooperation on the basis of the pooling and more efficient
use of the resources of the countries with the active participation of a
wide range of economic instruments which operate in the mechanism of mutual
coop :ration, including prices. In a special section of the Comprehensive
Program, which is devoted to the problems of further improving the coopera-
tio' among the CEMA countries in the area of agriculture and the food in-
dustry, measures aimed at the fullest possible utilization in this case of
the existing system of contract prices are also called for. In particular,
it i{s emphasized that prices can purposefully influence:

f{rst, the procéss of the international socialist division of labor among the
CEMA countries, creating the conditions for the most efficient use by each
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country of Its natural and economic potentials for the purpose of developing
agricultural production and, consequently, expanding the raciprocal exports
of the goods of this sector;

second, the formation of a rational structure of the imports by the CEMA
countries of agricultural and food goods by the combination of measures

which stimulate an interest in the development of intrasystem purchases

with the expansion in necessary instances of the imports from third countries.

The close involvement of prices in the solution of these most important prob=-

lems, in our opinion, makes it especially urgent to study their dynamics

in order to examine more thoroughly the role of the price factor in the forma-
tion of the export-import flows with a breakdown by specific groups of goods.

It seems to us that it is most expedient to use as the necessary analytical
material for this purpose the dynamic series of the contract, world and
wholesale price indices, which have been calculated with respect to some
basic types of agricultural goods and the products of their processing
(Table 3).

As can be seen from the data of Table 3, characteristic trends are inherent
in the dynamics of the contract, world and wholesale price indices for this
group of goods, First of all, in our opinion, the great dynamicity of the
change in the indices of all three series of prices during almost the entire
period being analyzed stands out very clearly. And the first place in this
respect obviously belongs to the world price indices of individual goods,
especially wheat, vegetable oil, cotton and flax. After them come the con-
tract price indices, which changed most sharply for vegetable oil, meat and
staple flax. The wholesale price indices underwent a less significant
change during this interval of time as a whole, although for some goods,
for example, wheat, staple cotton and wool, by 1975 they had increased as
compared with 1960 by 39-61 points.

However, when analyzing this period as a whole, it should not be overlooked
that it is in fact divided into two independent stages, which are character-
ized by certain specific peculiarities of the dynamics of the individual
types of prices. Thus, in 1960-1970 (the first stage), in contrast to the
results during the 16~-year period, the wholesale price indices changed most
intensively, after them came the world and contract price indices. The pre-
vailing direction of the change in the indices of all three series of prices
at this stage was their gradual incraase, with the exception: the wholesale
prices for tea, vegetable oil and staple flax, the world prices for wool and
staple flax, the contract prices for wool, vegetable oil and staple cotton.
At *he second stage the overall tendency for all the indices to increase,
which now is even more intensive for world prices under the influence of

the energy crisis which staggered the capitalist world, dominates. The dy-
namics of the contract price indices are developing considerably more tran-
quilly, although they are also increasing following their base. The dynam-
iecs of the wholesale price indices are declining appreciably, especially in
comparison with 1960-1970,
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Table 3

Contract, World and Wholesale Price Indices of the USSR for Some Types
of Agricultural Goods and the Products of Their Processing (1970 = 100)

(1) Tonp Mu(g) uen 1960 r 1908 £.11971 £,]1072 £.[1973 £.1297¢ 0,[1978 £,
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Key:

1. Good 8. Staple flax

2. Price index 9. Wool

3. Wheat 10. Tea

4. Contract 11. Butter

5. World 12, Vegetable oil

6. Wholesale 13, Meat

7. Staple cotton

Sou ces: "Vneshnyaya torgovlya SSSR" /USSR Foreign Tradg7 for the correspond-
in, years; "Monthly Bulletin of Statistics," "Monthly Bulletin of Agricultur-

al Economics and Statistics" for the corresponding years.

The data of Table 3 also give a very convincing picture of the fact that the
greatest changes in the dynamics of the contract, world and wholesale price
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indlees occurred in 1975, when along with the continuaed intensive change in
the world price indices substantial shifts were noted in the levels of not
only the contract, but even the wholesale price indices, which promoted the
establishment of different proportions between them. In this connection in
much the same way as the attempt to analyze the dynamics of the contract,
world and wholesale price indices (and the interrelations formed between

them) for fuel and raw material goods and metals let us examine Table 4, which
containg the calculation data of the changes in the price indices for agri-
cultural goods and the products of their processing.

Table 4
Comparison of the Degree of Change in the Contract Price Indices With Re-
“ spect to the Changes in the World and Wholesale Price Indices for 1960-1975
Parnmua n nynxtax memay
(1) e A peaponeuit 11960 r.]1964 £ /1971 1972 £./1973 £.[1974 £.f1975 1,
B ontupbivg werami {G)
(2) Nuenua A ] 2] % 20 (7] ath | 154
b 40 201 2 26 26 2] 13
(3) Xaonox-voaokno A 21 261 4 t] 30{t40} 77
b B 2 5 6| 11| of 16
(4) Nen-noaokuo A 40 4 1] 3 8if121] 83
B {0 1] 1| 2] 5| AN
(5) Wepers A 21 22047 ] 34|14t 3h] 82
B st av) 2 | 3] | 4
(6) Ya A 6| 12)20] 22] 37) 80 103
B O 162 27| 36| 32| 38
(7) Macao ropouue A 26 20| 15| 8] 23] 48] 59
b 13 1123 251 29 g1 20
(8) Macao pacturcavnoe A SO 25 45 | 1] 471 77] 39
b | 6 1t 10] 4] 17] 81
(9) Maco A 01 16 8 2 3| 22| 3
B 19 10| 5| 25/] 20 32/ 4¢
(10) Hroro A 167 | 185 | 93 | 150 | 544 | 842 | 570
b 255 | 129 ] 63 | 144 | 166 | 450 | 245
(11) B cpeancy A 20 3 12| 19| es|an5]| 7
b R 6] 8 18] 21] 19] 3
N Key:’ -
1. Difference in points between 5. Wool
contract and world prices (A) 6. Tea
contract and wholesale 7. Butter
prices (B) 8. Vegetable oil
2. Wheat 9. Meat
3. Staple cotton 10. Total
4. Staple flax 11. Average
- Calculated from the data of Table 3.
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The analytical data cited in Table 4 help in many ways to refine and extend
the conclusions made on the basis of the analysis of Table 3. Thus, Table 4
first of all contalns a graphic quantitative description of the degree of
the deviations of the contract price indices from the world and wholesale
price indices, confirming the already stated general fundamental assessmant
and thereby increasing considerably the opportunities for a more thorough
and detalled analysis of the nature of the interrelations forming between
them.

For example, the comparison of the movement of the contract and world price
indices very clearly reveals the very irregular nature of their dynamics,
when along with periods of relative equilibrium a quite substantial exceeding
of the permissible limits of the deviation from the necessary proportionality
in the correlations between them is observed at some stages,

In particular, from the average indicators cited in Table 4, which were cal-
culated for all eight of the goods being analyzed, it follows that 1960 is
characterized by a comparatively small degree of discrepancy between these
indices, one of the main reasong for which, in our opinion, was the insig-
nificance of the differences in the levels of the 1957 world prices, which
served as the basis for the contract prices in effect in 1960, and the level
of the current world prices of that year., The situation in 1966 is already
characterized by an increase of the discrepancy between the contract and
world price indices. In our opinion, this was caused by the increased dif-
ferences between the contract prices which were established on the basis of
relatively lower world prices that were calculated for the preceding five-
year period than the current world prices of 1966 (the gap reached 10 points),
which also affected the indices.

Then, after the next adjustment of contract prices in 1971, an appreciable
convergence of the contract and world price indices is again observed, since
the average annual level of the world prices during 1965-1969, which differed
from the current world prices of 1971 by only 2-3 points, was used in this
case as the basis for them. But soon, in practice starting in the second
half of 1973, a period of the extremely sharp increase of the discrepancies
in the trends of the movement of the contract and world price indices began
owing to the unusually accelerated rate, even for the capitalist economy,

of the increase in world prices in general. Here it is typical that some
goods were affected by this process very unequally. As the calculations
show, whereas by 1974 as compared with 1971 the discrepancies between the
contract and world price indices had increased for wheat by 210 points, for
vege table oil by 162 points and for staple cotton by 136 points, they
reached only 17 points for wool and 14 points for meat. All in all for all
eipit goods, if we make a comparison with 1971, an almost ninefold increase
of the deviations occurred. As is evident from the cited data, the situa-
tion improved in part in 1975; however, the necessary proportionality be=-

tween the world and contract price indices has still not been completely
restored,
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Ll we now analyze from the data of Table 4 the nature of the interrelations
foeming between the movement of the contract price indices for agricultural
poudn el the ehinngos In the dynamten of thelir wholenale price Indleon, It
will alyo be necessary to note many significant discrepancies batween them,
although on the whole it is necessary to point out the considerably smaller
degree of fluctuations than was observed when analyzing the contract and
world price indices. Both the less significant differentiation of the total
amounts of the deviation by years and the smaller differences between the
contract and wholesale price indices for specific goods attest to this.

Only 1960 15 an exception, when the amount of the deviations of the contract
price indices from the wholesale price indices was 1.5-fold greater than the
total difference between the contract and world price indices, which con-
firms the increase of the discrepancies in the movement of the contract and
wholesale price indices during this period. During the rest of the time the
comparison of the contract and world price indices shows alternately an
increasing and declining tendency toward convergence in some years. It is
possible to consider 1971 and 1966 as the most favorable years in this re=-
spect. In 1971 this was connected in part with the selection of 1970 as the
basis for the calculation of the indices, and in 1966 with the movement in
the opposite direction of the contract and wholesale price indices (in some
cases an increase, in others a decrease), which promoted the intensification
of the interrelation batween them for some types of goods.

A closer tie for the contract and wholesale price indices is also detected
when comparing the proportions between the higher and lower levels of the de-
viations of the contract price indices from the wholesale price indices,
which were 4 : 1, or correspondingly 32 points to 8 points (1960 to 1971),
while between the contract and world price indices they were 9: 1, which 1is
equal to 105 points to 12 points (1974 to 1971). Among the indices for some
goods, of course, sharper discrepancies are encountered, such as for wool,
tea and wheat (higher than the average level), vegetable oil and butter
(lower than the average level), Lut these are special cases, The appreciable
worsening of the proportions between the contract and wholesale prices in-
dices, which is typical of 1975, in principle differs from the 1960 situation,
first, for the fact that they nevertheless remained comparatively more favor-
able than the comparison of the contract price indices with the world price
indices, and, second, for the fact that the outwardly worse correlations
between the contract and wholesale price indices, as in the analysis of the
price indices for fuel and raw material goods, do not mean a real worsening
in the correlations between their absolute levels, which, on the contrary,
came closer together as a result of the inecrease of contract prices.

The noted nature of the economic interrelations between the movement of the
contract, warld and wholesale price indices makes it possible to express a
number of views concerning the influence of the price factor on the develop-
ment of economic cooperation among the CEMA countries.

Thus, since the correlation of the contract prices with the world prices
characterizes primarily the foreign economic aspect of the interest of the
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CEMA countries in mutual cooperation as comparad with worldwide conditions,
depending on tha main direction of the interrelations forming batween tha
prices the possibility of both a stimulating and an inhibiting influence on
their part on the development and consolidation of the integration forms

of cooperation of the CEMA countries in the area of agricultural production
and exchange constantly exista.

1t is symptomatic that this, it would seem, very genaral view is quite
gspecifically confirmed in the practice of mutual exchange. For example,

the tendency during some periods for the contract price indices to converge
with the wholesale price indfces for vepgetable oil, staple flax and staple
cotton {8 usually matched efther with an increasing volume of mutual exports
or with a stably high proportion of mutual exchange in the trade in these
goods. On the other hand, the occasional convergence of the contract and
world price indices for some poods, for example, meat and tea, is often ac-
companied by the pronounced spasmodic dynamics of the chain of indices of
mutual exports and f{mports, which in some years do not show an increase at
all. When the change in the contract and world price indices run in differ-
ent directions, it seams very difficult, of course, to detect the influence
of the price factor. Therefore, we will take the liberty to confine our-
selves to the conclusions with respect to the role of foreign trade prices
primarily in those instances when this influence i3 quite obvious.

In addition to the foreign economic aspect of the comparison of contract
prices with world and wholesale prices the comparison of contract prices
with the level of the retail prices at which agricultural goods are sold to
the immediate consumers on the domestic market is of unquestionable interest
for the purposes of this analysis, since in this case there is an opportunity
to compare the levels of sales within the country and on foreign markets and
on this basis to analyze the advantages or identify the causes for the lack
of material interest in the export and import of some types of agricultural
products. However, at this time we do not have this type of data for the
irdividual CEMA countries, with the exception of some statements in the
periodic press.S Therefore, relying on the data for the Soviet Union,
where indeed, as a rule, the retail prices for agricultural goods exceed

the contract prices, we can conclude that the sale of produce on the domes-
tic market is stimulated to a greater extent by this correlation. Conse-
quently, with the existence of such a situation in the other CEMA countries
up to now the solution of the problem of the self-gsufficiency of the coun-
tries in agricultural products or the consumption of less expensive imported
goods was obviously encouraged to a greater exten:c by the price factor.
However, if we proceed from the fact that during the coming five-year period
the level of contract prices, following world prices as its basis, will

5. Sce, for example, the article of Yu. Kormnov and B. Frumkin in the
Journal PLANOVOYE KHOZYAYSTVO (No 1, 1975), in which the authors conclude
that the domestic prices for some agricultural goods in the CEMA countries
"often are higher than the foreign trade prices” (p 89).
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increase much more significantly than retail prices, it is possible to an-
ticipate a corresponding increase of interest also in the expansion of the
exports of agricultural products to the international market of the CEMA
countries,

Thus, the comparative analysis of the movement of the contract, world and
wholesale price indices for agricultural goods and the products of their
processing showed that as a result of the exceptionally sharp and profound
shifts in the system of world prices, on the one hand, and with the negli-
gibility of the changes in wholesale prices, on the other, even in spite
of the adjustment of the contract prices at the beginning of 1975 for the
purpose of maintaining their equilibrium with their base, a relatively
smaller degree of deviation of the contract price indices from the wholesale
price indices constitutes the main distinctive feature of the pricing of
recent years for this group of goods. This, however, does not mean the
basic loss by world prices of the role of a base criterion for contract
prices (especially in light of the further convergence between them as a
result of the coming new stages of adjustment).

The Dynamics of the Price Indices for Machinery and Equipment. As in the
analysis of the dynamics of the price indices of fuel and raw material
goods, metals and agricultural products, first of all let us examine the
analytical indicators for individual types of machinery and equipment, which
are grouped in Table 5. On the basis of the data of Table 5 it is possible
at first to draw the most general conclusions. First, it seems to us that
it is necessary to point out the clearly defined unidirectionality of the
movement of the indices of all three series of prices upward. This trend,
in particular, is clearly seen in the fact that until 1970 the price in-
dices of nearly all the goods, with minor exception, were lower than the
1970 level, while later they began, as a rule, to exceed it.

Second, the movement of the price indices is characterized the irregular in-
tensity of the change first of all in the world prices, especially during

the years of the energy crisis which gripped the capitalist economy. As to
contract and wholesale prices, the most noticeable differences in the levels
of their indices are observed primarily on the boundary of the changeover to
the new base at the moment of the mass revision of prices. For example,

for contract prices this is clearly visible from the indices of 1966 and 1975.

The irregularity of the dynamics of contract prices is explained in part by
some instability of the export assortment, the great dynamicity of the change
in quality and the difficulties in ensuring the complete qualitative com-
parability of goods in some instances, by disruptions in the continuity of
the base world prices being use in connection with the lack of sufficiently
representative information. The consequences of the more frequent revisions
of the contract prices for machinery and equipment (every 2-3 years), which
were introduced in the practice of foreign trade pricing of recent years,
also have an effect.
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Table 5

Changes in the Contract, World and Wholesale Price Indices of the USSR
for Some Types of Machinery and Equipment During 1960-1975 (1970 = 100)

(1) Tossp mi&l uen {1960 ¢.[1960 ¢,]1971 £.11972 r.[1973 £.[1074 £.[1978 ¢,

(3) Crauu we- qu?%&ruuu' 95 | 131 ] 081100 |104 [ 109 ) 417
TAANOPCINY- AhmodueSFg 03 .78 | 100 | $13 [121] 435 | 148
myte Ongoowe (6) | 93| 53| 101 | 109 |105 | 101 | 100

(7) AoromoGuan | Kontdakriwe | 54 | 85 | 101 | 407 ]105 | 403 | 133
£pysonie Muposue ES; 85| 92108 412 {144 | 125 | 130

- { Onrooue (6 | 46 | 77| 03| 104 [105 | 105 | 41t

¢8) AstoucGian | Fou ﬁktuue {10 | 400 | 103 | 105 {407 | 140 ] 115

aerxooue | Hupooue (5) | o1 | o7 | 106 | 111 [448 | 125 | 130

, Onraaue (6) | 66| 83| 114 | 415 [113 | 100 | 108

(9) Sxckasaroput Kou?p tHue | 96 | 422 | 400 | 117 }440 | 426 | 420
: Mupooue (5) | 77 | 83 | 105 | 110 |417 | 126 | 442

Ontgoue (6) | o1 | 99| 97 [ 110 106 | 112 | 414

(10) Byasanaepu Kon?p crnwe |72 49| 405 | 400 | 08 | 92| 408

Mupoowe (5) | 77| 83106 | 110 {147 | 126 | 142

Onrouwe (6) | 89| 66| 69f 90 [ 90| 90| 90

(11) TbaxromlEQ: Kontpakrne | 79| 81| 96 | 404 |412 | 104 | 108

)

Mupooue 78] 921110 | {10 [413 | 123 | 435
(6} Onrosue 50 75| 104 | 103 {415 ] 423 | 427
(12) KoxGaiuna(4) Konrpakviue | 93 | 120 | 102 | 110 {102 | 165 | 476
(5] Muponue 771 90| 143 | 120 422 | 437 | 45¢
(6] Ouronue 81| 77402 | 107 {400 | 475 | 475
Key: :
1. Good 7. Trucks
2. Price index 8. Passenger cars
3. Machine tools , 9. Excavators
4, Contract 10. Bulldozers
5. World 11. Tractors
6. Wholesale 12. Combines

Sources: "Vneshnyaya torgovlya SSSR" for the corresponding years; "Preise,
Lolne und Wirtschaftsrechnungen. Statistisches Bundesamt," Wiesbaden-Stutt-
gart-Mainz for the corresponding years.

Thizd, in spite of the coincidence of the general tendency to increase, in
th. movement of the contract, world and wholesale price indices interrela-
tions of a very different nature have been found, which are caused, in our
opinion, mainly by the quite substantial differences in the dynamics of the
indices of the specific representative goods being analyzed. For example,
whereas the increase of the world price indices during 1970-1975 was dis-
tinguished by a great closeness of the deviations over the range of +35 to
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+51 points For some goods, during the corresponding period the contract
price indices for similar items changed over the range of +8 to ++76 points,
while the wholesale prices changed over the range even from =10 to +75
points, which predetermined the nature of the interrelations being formed
between all three types of prices.

However, in addition to these general coneclusions, in order to gain an op-
portunity to analyze even more clearly and systematically the consequences
of all the changes which have occurred, let us compile Table 6 according to
the principle of Tables 2 and 4,

Table 6

Comparison of the Change of the Contract Price Indices With Respect to
the Changes of the World and Wholesale Price Indices During 1960-1975

Pasiuua b DyKrax Moxay ’
KOHTPAKTNNMIL I MIPOBLA® g
(1) M ugn.mu (A) NOII‘IP{!M\I‘- 1960 £, (1966 £, 1971 £, {1972 £, [1973 8, J1974 £, | 1978 1,

- HLIMH N OHTVDLIMK LCHAMN
(6)

(2) Cranxut neranaope:

Kyle A 32 |83 11 4 17 26 | 3t
B 2 |13 3 0 i 8 i

(3) Autosodnai rpyso-
T pue A 3% 1 7 5 9 € 0
0 3 25

B 5 8 8 3
(4) AstomoCuan acrko- .

BIE A 19 3 3 6 {1 15 2
. b 44 17 11 10 G i 7
(5) 3xckasatopu A 19 | 3 ] 1 1 0 | 16
B b) 23 3 1 4 13 12
(6)Byavacaepu A s ]3|t |10 {19 |3 |3
b 17 17 36 10 8 2 18
(7) Tpaxropu A R |10 |27
B |2 [ 6|8 5|3 [1 w0
+ (8 ) Kontaduu A 16 130 |14 |10 | 20 | "8 |25
b 12 52 0 3 2 10 i

Key:

1. Difference in points between 4. Passenger cars
contract and world prices (A), 5. Excavators
contract and wholesale 6. Bulldozers
prices (B) 7. Tractors

2. Machine tools 8. Combines

3. Trucks

Calculuted from the data of Table 5.
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Lot us uxamine first, to what extent the method of indices and the nature
of the (nterrelations which form between contract and world prices allow
Lhls,

At Lhe dats ctted to Table 6 show, the smallest degree of discrepancy be-
tween the contract and world price indices falls, as a rule, to 1971-1972,
which ls Eirst of all the direct result of the masu revision of contract
prices, which was carried out directly on the eve (more precisely, at the
beginning of 1971) and promotes their convergence with their base, as well
an Lhe neglipibility of the changes of world prices during the base period
under review as compared with the levels of these prices, which actually
formed in 1971-1972. Later, however, the gap between the contract and world
price indices, which was negligible during the first years, gradually in=-
creased, reaching its highest point by 1975, even in spite of the partial
adjustment of the contract prices for the purpose of bringing them a little
closer to the sharply increased world prices. At the same time as a result
of the dissimilar extent of the adjustment and the selective coverage by it
uf the individual pgroups of goods and types of products a very variegated
pleture of the mutual discrepancies between these indices was created, as
is evident from Table 6--from O points for trucks to 31-34 points for
machine tools and bulldozers.

The data contained in the cited analytical table also show that the separa-
tton of the dynamics of the contract price indices from those of the world
price Indices, which In 1966 assumed considerable proportions, {s connected,
it secms to us, primarily with the use as a basis for them of the average
annual levels of prices for 1960-1964, which differed quite significantly
from the indices of the world prices in effect in 1966. In principle this
cxplalng, in our opinion, the noticeable gap between the contract and world
price ludices in 1960 as well.

On the basis of the data of Table 6 it is possible to draw several other

e aclusions: first, the comparatively more consistent coincidence in
1970-1975 of the dynamics of the contract and world price indices for such
goods as trucks and excavators; second, the steady increase as compared

with 1970 of the discrepancies in the price indices for machine tools, pas-
senge. cars, bulldozers and combines; third, the relative equilibrium in the
deviations between the contract, world and wholesale price indices for trac-
tors. [n analyzing these trends, it is impossible, in our opinion, at the
same time not to emphasize once again that the cardinal changes in the pro-
coss of pricing, which occurred in world trade in 1973-1974 and, unquestion-
ably will still be felt in subsequent years, certainly had a great stimulat-
fny influence on them.

Thas, the opinion stated by us when examining Table 5 concerning the effect
of{ the overall upward trend in the dynamics of the contract and world price
indices, as is evident, is completely confirmed by the data of Table 6. How-
ever, since some types of machinery and equipment were affected by this pro-
cess to a different degree, which in all probability will also occur later,

60
FOR OFFICIAL USE ONLY

APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000100090021-8



APPROVED FOR RELEASE: 2007/02/08: CIA-RDP8§2-00850R000100090021-8

FOR OFFICTAL USE ONLY

a tendeney to differentiate the disecrepancies between the contract and world
price indices for various commodity line items is notad at the same time;
this differentiation later might be intensifed even more, although it is
quite legitimate also te anticipate some equalization of the rates of change
of the contraet and world price indices.

The interrelations between the contract and wholesale price indices developed,
as 18 evident from Table 6, in a different way than between the contraet and
world prices, f[or example, unlike the nearly four-year (from tha second
half of 1972 through 1975) tense situation, in which the interrelations be=
tween the contract and world price indices formed, the interaction of the
contract and wholesale price indices up to the end of 1975 developed com-
paratively smoothly. Only at the start of 1975 wera there noticed quite
perceptible shifts toward a change of these interrelations primarily in the
direction of an increase of the discrepancies, which was caused by the first
stage of the increase of contract prices, while the wholesale prices re-
mained virtually unchanged.

In preceding years (1960, 1966) the cases of noncoincidences between the con-
tract and wholesale price indices were, as a rule, of a more pronounced
nature, which was caused by the clearly inadequate consideration in the pro=-
cess of forming the contract prices of the factors of domestic production
costs, since the procedure then in effect of coordinating the contract

prices did not provide for their use as a mandatory economic criterion in
pricing. This pertains, in particular, to the prices for passenger cars and
tractors (1960), machine tools, combines and excavators (1966).

By 1975, as can be judged from the data of Table 6, along with the examples
of the quite significant disparity between the contract and wholesale price
indices for trucks, tractors and bulldozers a new tendency, which made it-

self clearly known, toward the formation of a stable proportionality in the
dynamics of the contract and wholesale price indices for combines, machine

tools and passenger cars draws attention.

The analysis made of the dynamics of the contract, world and wholesale price
indices makes it possible to draw the general conclusion that, in spite of
the consistent observance in the pricing process of the principle agreed
upon by the CEMA countries of structuring contract prices on the basis

of world prices, the nature of the interrelations forming between them 1is
not distinguished by such consistent unambiguity. The contract price in-
dices of some goods during different periods first truly drew closer to the
world prices, then, on the contrary, gravitated more distinctly toward the
wholesale price indices. Here it is characteristic that the coincidence of
the dynamics of the contract and wholesale price indices is observed primari-
ly for products which are produced by way of specialization and cooperation
and precisely to which the majority of the prices we are analyzing for spe-
cific representative goods pertain. This, in our opinion, is a direct con-
sequence of the progressive consolidation of the far-reaching production
ties between the national economic complexes of the CEMA countries and the
development of new forms of the economic cooperation among them, which in
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practice are gradually transforming the regional value categories into
standards, which are equal to world prices, of the socially necessary evalua-
tions of the results of the foreign economic activity of the countries of

the soclalist community.

The development of this new trend in the foreign trade pricing of the CEMA
countries is not, however, an indication of a substantial weakening of the
eatablished interrelations betwaen contract and world prices for machinery
and equipment or of the lack of the prospect to maintain them in the future.
In our opinion, precisely for such a group of goods as machinery and equip-
ment the objective need for the systematic involvement of world prices as

a basis for the purpose of taking into account by means of them the latest
achlevements of world science and technology, the rational value proportions
between the basic proups of goods and other progressive trends in interna-
tional trade remains urgent and important. At the same time, in our opinionm,
it would be a elear display of scientific nearsightedness to deny the pro=
gressiveness of the tendency toward the convergence of the contract and whole-
sale price indices as applied to products being produced under the condi-
tions of the new, integrational forms of cooperation.

The analysis made with a breakdown by the most important groups of goods now
makes it possible, having compared the results of the study, to obtain a
general picture of the movement of the contract, world and wholesale price
indices at the individual stages, which reveals the characteristic features,
basic trends and nature of the interrelations which are formed in the pro-
cess of foreign trade pricing.

For the purpose of greater clarity of this comparison let us cite a consoli-
dated analytical table (Table 7), which contains the dynamic series of the
mean arithmetic indices of the contract, world and wholesale prices for all
threc groups of goods, which makes it possible to represent the nature of
the formation of the interrelations between them graphically.

Tue first thing which immediately draws attention upon examining the data of
Table 7 and the chart is the very significant difference in the nature of the
inturrelations in the system of the indicators being analyzed both between
the two stages (1960-1970 and 1970-1975) and during each of them between the
individual groups of goods.

The chart literally "shoots down'" the main, fundamental conclusion that at
the turn of 1970 a cardinal change occurred in the interrelations between the
contract, world and wholesale price indices. Whereas prior to 1970 the world
prie indices were indecd the indisputable center toward which the contract
and wholesale price indices were gravitating, starting in 1971 and up to 1975
in. 'usively the central position in the structure of the interrelations be-
tween the contract, world and wholesale price indices firmly shifts to the
contract price indices.
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Table 7

Dynamics of the Average Contract, World and Wholesale Price Indices of the
USSR During 1960-1975 (1970 = 100)

(l) Huaexe uen 1960 . [1066 £, [1970 po 1072 £, (1973 £, [1074 £, [1975 7

(2) Tonauno, cuiphe, Metaanu

(3Xourpatnue 131 | 101 1405 | t10 [ 113 | $10 |} 175
(4 Mupouuie 04 | 04 | 103 | $11 | 168 [ 243 | 247
(5 Yontonue 58 1 6o | 90| 00| 00| 9G | 90

(6) Ceancxoxomicerneitiie Tonapu
H NPOAYNTU X NEpeRaGoTKH

(3 Routpartitie 97 | 100 | 00 { 107 | 108 | 411 | 133

(4 Mnpooue 87 | 101 | 103 ] 124 | 176 | 216 | 20{

(5pnrouue 86 03 | 103 | 104 | 106 | 107 | 144

(7) Mawni # o6opynobatiie

3 Konrpaktiue 85 | 100 | 0f | 108 | 105 | 416 | 427

4 Muponute . 78 | 80 | 103 | 442 | 417 | 128 | 44l

(5 Onrooue 7% | 76| 07 | 106 | 105 | 417 | 119

Key:

1. Price index 5. Wholesale
2. Fuel, raw materials, metals 6. Agricultural goods and the
3. Contract products of their processing
4, World 7. Machinery and equipment

Calculated from the data of Tables 1, 3 and 5.

In addition to this fundamental difference, the development of the process
of pricing, if we compare the two stages, is also characterized by a differ-
ent dynamicity of the changes in prices. In our opinion, a smoother change
in the indices of the individual types of prices is characteristic of the
first stage as compared with the second stage, when in half as long a seg-
ment of time very significant shifts occurred in the levels and correlations
between the contract, world and wholesale price indices. However, this gen-
eral and unambiguous assessment, obviously, cannot be precise above all be-
cause the degree of change of the price indices in the individual groups

was distinguished by great nonuniformity. As the chart shows, during both
periods the indices of all the types of prices in the group of fuel, raw
materials and metals changed the most intensively. The dynamics of the con-
tract and world price indices of agricultural goods developed much more
smoothly at the first stage, then at the second stage, starting in 1971, the
rates of change in these indices increase sharply, although they lag behind
the rapid jump in the prices of fuel and raw material goods. The price in-
dices for machinery and equipment during the entire period being analyzed
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increase uniformly and compactly, with only a gradual acceleration of the
rates toward the end of the second stage. Thus, to all appearances, the
group of fuel and raw material goods should be regarded as the most dymamic,
after it comes the group of agricultural goods and the products of their pro-
cessing, and machinery and equipment complete the seriles.

| 197252
!

Chart of the Movement of the
Contract, World and Wholesale
Price Indices During 1960-1975
Using the Example of Various
Groups of Goods (1970 = 100)

e |
———2

cvasesonns Y

I--fuel, raw materials, metals;

II-~agricultural goods and the
products of their processing;

III--machinery and equipment;
l--contract price indices;
2--world price indices;

3--wholesale price indices.

—

—— ey
19602 =TT 19702

// 1975¢

The dynamics of the indices of the different types of prices formed in a
different way also in connection with the fact that they displayed their ac-
tiv ty differently during different periods. For example, the wholesale
prire indices were most dynamic from 1960 to 1970, the contract price in-
dic's were more active at the second stage and for the group of fuel and raw
material goods also during 1960-1970. The world price indices, the most .
dynamic of the three types, displayed the greatest activity in 1973-1975.

In comparing the two stages substantial shifts also stand out very noticeably
in the nature of the interrelations between the contract, world and wholesale
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price indices. For example, in the cited chart it can be saen very well
that for all three groups at the first stage the contract price indices were
{nvariably higher than the world and wholasale price indices, being, however,
at the same time closer with respact to the world price indices. The con-
tract and world price indices for agricultural goods, machinery and equip=-
ment drew especlally close to each other, while in the group of fuel and raw
materinl poods there is a very significant gap between them. However, since
in this group too the contract price indices were nevertheless closer to the
world price indices, in our opinion, it is quite legitimate to state the
general conclusion that at the first stage a close inclination of the con-
tract price indices precisely to the world price indices, and not the whole-
sale price indices, existed.

At the second stage, as a result of an unusual "change of the leader," the
direct contract price index is shifted to the middle position--lower than
the world price indices and higher than the wholesale price indices, which
at the same time equalized the interrelations of the contract price indices
with respect to both the former and the latter. And the quantitative pro-
portions between the contract and world price indices at first even in gen-
eral did not change very sharply, having undergone a fundamental deformation
later, in connection with the extraordinary events of 1973-1974. But then
the interrelations of the contract price indices with the wholesale price
indices immediately became closer; the proportions between them worsened
slightly only after 1975.

Thus, as a result of the overall structural regrouping of the system of
established interrelations between the contract, world and wholesale price
indices and especially as a result of the very significant shifts in their
dynamics, which 1s typical of recent years, there emerged a tendency toward
a relatively more noticeable deviation of the contract price indices from
the world price indices than from the wholesale price indices. However,
this situation might not be maintained in the next few years, first, as a
result of the further adjustment of contract prices in the direction of
bringing them closer to world prices (the first results of the adjustment
have already affected the group of fuel, raw materials and metals, in which
in 1975 the correlation between the contract and world price indices hecame
more favorable than between the contract and wholesale price indices);

second, in connection with the fact that the probability of certain changes
in world prices is not at all ruled out.

And, finally, as an overall result it is necessary to emphasize that, since
. the study of the formed dynamics of the contract, world and wholesale price
’ indices makes it possible to analyze the degree of implementation of the
pricing principles adopted by the countries during the past period, to
identify the main factors which governed the fundamental nature of their
movement and then to take the obtained results into account in the process
of the further work on improving the system of foreign trade prices, the
constant monitoring of the movement of these indices affords extensive op-
portunities by means of the practically reasonable regulation of the
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interrelations forming between them to achieve the active and selective in-
volvement of the price factor in the improvement of the planning mechanism
of the cooperation of the CEMA countries. :
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Chapter 3, The System of Foreign Trade Prices of the CEMA Countries

Because of its high degree of generalization Marx' definition of the price
as the money expression of value is exhaustive from the theoretical stand-
point in describing prices of any category and any value level, bringing
them together in a common "generic" concept of prices. At the same time,
the category of the price is an altogether concrete phenomenon from the
standpoint of the practice of price determination. In real life there are
no universal and generally recognized prices which are indifferent to the
typical sales terms and peculiarities that prevail on individual markets=-
national markets, regional markets and the world market, In their socio-
economic nature prices are homogeneous with the market whose needs they
regularly serve and they are either its organic product or are subject to
fundamental adjustment and transformation under its influence.

Recognition of the thesis of the direct dependence of prices on the nature
of the market makes it necessary by the laws of logic that an analysis be
made of the specific interrelations between the international market of the
CEMA countries and its prices. It seems to us that that particular socio=-
economic context under whose conditions the process of formation of the
system of prices of the international market of the CEMA countries takes
place under the influence of specific value criteria is in principle deter-
mined by the specific nature of international socialist production rela-
tions and the characteristic peculiarities of its trade-policy regime.
Those peculiarities of the international market of the CEMA countries which
we believe should be mentioned first include the following:

i. 1its planned socioeconomic nature;
ii. creation of a complex of mutually complementary national economic
structures of the CEMA countries on the basis of regional division of labor

among them, which stimulates development of mutual trade;

iii. higher concentration and intensity of mutual economic relations by
comparison with the participation of the CEMA countries in worldwide trade;

iv. the existence of an independent monetary system ensuring stability of
settlement and credit relations;
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v, application of the principles of full equality and mutual respect of the

Interests of all cooperating parties in the foreign trade of the CEMA coun=
tries,

This broad set of factors, which has a very diverse influence on the process
of the foreign trade price determination of the CEMA countries, has in prac-
tice determined the character of the system of prices in effect in mutual
trade among them as mutually advantageous economic indicators which have

- been determined in conformity with a plan.

The place of the principal economic-legal norms which officially regulate
the practice of the determination of contract prices is taken by the system
of current principles and methods of price determination recommended by the
relevant organs of CEMA. 1In particular, the Comprehensive Program sets
forth the principle that these prices should be set "on the basis of world
prices adjusted to eliminate the harmful influence of conjunctural factors
of the capitalist market."!

In our view the principal reason why it is possible and legitimate from the
standpoint of principle to use world prices as an objective base criterion
in the process of determining the system of contract prices is that the
movement of prices in international trade ultimately reflects the movement
of the international value of the production of cowmodities over a period of
time approximately equal to the length of the capitalist cycle of reproduc~-
tion., The practical expediency of this choice of a base for contract prices

_ arose from the fact that the commonwealth of CEMA countries is not isolated
from the rest of the world, but, on the contrary, is included in the struc-
ture of the world division of labor and world economic relations and main-
tains active foreign economic relations with advanced capitalist and devel-
oping countries. Therefore the price levels and relations of international
trade now have for the CEMA countries not only the importance of an objec-
tive economic criterion characterizing the movement of international so-
cially necessary expenditures of labor which they use as a reference in
setting prices in their wutual trade, but they are also applied rather
widely as real prices and relations in the practice of their trade rela-
tions with third countries. Given those conditions, it is obvious that an
attempt to isolate the process of price determination on the international
market of the CEMA countries from worldwide conditions of trade would not
only be unobjective, it would also be unrealistic.

C. T. Bogomolov notes a number of constructive aspects of worla orices as a
"ase: "First of all, this is an altogether realistic base; it serves world
‘rade and will obviously serve it for a long time to come. Second, world

. tices reflect many progressive tendencies in technical development and in
the rising productivity of social labor which the socialist countries must
take into account. Finally, having a single base for prices in the trade of
the socialist countries with one another and for their trade with the capi-
talist countries makes it easier for them to plan and regulate their foreign
economic relations as a whole and promotes the development of relations be-
tween countcies belonging to the two different social systems.'?2
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The use of world prices=-of this base which at first glance seems "ready=
made'=~=need not ecause particular difficulties in their use as the basiy for
determining contract prices. But as an economie criterion world prices are
not irreplaceable by any means. As a category of international commodity
markety, they are subject to the constant distortive influence of the pol-
ley of the monopolies, to the deforming effect of the cyelical nature of
capitalist production, and also to haphazard occurrences of inflationary
processes and not infrequently an outright speculative situation in rela=
tions between supply and demand on the world market., For that reason, and
a specific qualification in this respect is contained in the Comprehensive
Program, it is an unfailing condition for application of this base in the
mutual trade of the CEMA member countries that world prices be "adjusted"
in advance to eliminate various types of overlays of a typically conjunc-
tural and speculative nature unacceptable to the foreign trade regime of
gocialist countries,?

As one well might judge on the basis of the available experience, world
prices are now adjusted in the process of foreign trade price determination
in the following directions:

1. the partners in mutual trade agree on the selection of the principal
commodity market whose prices are to be taken as the base;

ii. agreement is reached on methods of eliminating the influence of cycli-
cal patterns and conjunctural, speculative and other factors;

iii. contract prices are adjusted in order to achieve qualitative compara-
bility with world prices of base commodities;

iv. comparability is achieved between contract prices and world prices with
respect to the terms of payment;

v. the shipping component of contract prices is calculated.

Since in international trade there are ordinarily several commodity markets
for any particular commodity, one of which must be given preference, CEMA
organs have worked out a special methodology that governs the principles of
selecting the principal commodity markets. According to this methodology,
the initial classifying criterion of a sector commodity market is its lead-
ing position in international trade in that particular commodity. This
means a center of world trade on which a major or at least very substantial
portion of the commercial transactions take place without monetary restric-
tions. The markets singled out in this way are then evaluated from the
standpoint of which of them gravitates more toward the interested CEMA coun-
tries in geographic and economic terms. In deciding this question prior
right is ordinarily given to purchasers, and then consideration is also
given to the interests of the seller assuming that agreement will ultimately
be achieved. This methodological principle has perhaps decisive importance
to selection of that commodity market whose prices will be taken as the base.
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As experience hag shown, the market of the largest exporter of the particu-
lar commodity, the market whose prices essentially determine the character
of the movement of prices on other markets as well, is in most cases chosen
ay the leading market. 1In some cases the prices of the leading importer may
also bo taken if thaoy exert a sufficient impact on price changes in the in-
ternational trade in that commodity.

The general methodological principles we have stated may be modified to some
extent as a function of the specific peculiarities of the markets for cer-
tain commodities or in connection with specific circumstances. For example,
since In the case of machines and equipment, by contrast with raw material
products and even many types of industrial goods, there are no clearly de=-
fined centers of international trade, the concept of a principal commodity
market is in large part a convention., Usually, then, prices published in
the offers of various firms belonging among the world's best known producers
and cxporters of machines and equipment are taken as world prices in this
case, Moreover, sometimes list prices from manuals are also used as refer=
ence data for this purpose because in real transactions very substantial
discounts and premiums are ordinarily applied to them.

Other departures are also possible. For example, in situations when it has
not been possible to single out one of the markets as the principal one, the
base world price may be calculated so as to take into account the prices of
two or more world markets for the particular commodity. Though in accor-
dance with the requirements of the principle of price uniformity the initial
base price of a particular commodity must be the same for all countries, in
Justified cases and as an exception it is permitted for certain countries to
use the prices of other markets as well as the base prices. We should note
that selection of a particular commodity market as the basic market does not
constitute a precedent to be followed in the next revision of contract
nrices 1f substantial changes have taken place in the conjuncture of world
trade.

This stage of adjustment, then, which makes it possible to obtain a compara-
tively objective idea of the movement of international socially necessary
exrenditures of labor thanks to the thoroughness of the selection of the
principal commodity markets and of their prices, has great importance to
cconomically sound determination of prices in mutual trade among the CEMA
countries.

Bt the prices of the principal commodity markets, even when they are se-
l.cted so as to take into account the interests of buyers and sellers, by

v rtue of what they are, still retain almost completely the {mprint of the
«nfluence of various factors of a conjunctural, speculative and inflationary
character and therefore need appropriate adjustment.

Tt is comparatively easy, as experience has shown, to eliminate the results
of the influence on world prices of short-term seasonal factors, factors
which are manifestly speculative or discriminative, and other conjunctural
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factors, On the assumption that in the course of a year the major part of
scasonal price fluctuations will Le smoothed and evened out to a consider-
able degree, the CEMA countries have for more than a decade used in their
calculation only average annual levels of world prices, in which all the
"peaks" of daily and even monthly fluctuations are canceled out. One-time
acts of adjustment are algo performed sometimes to eliminate particular dis-
ruptions in the conjuncture of world trade prices: for example, the well-
known omission of flrst-quarter prices for a number of goods from the calcu-
lation of the average annual world price level for 1957 because they had
jumped sharply upward in the period of the Suez events. Numerous examples
in the past when certain countries have refused to revise the existing level
of contract prices if abnormal phenomena were noted in the conjuncture of
world prices can also be essentially regarded as the result of passive ad-
Justment. In exactly the same way they have always described the applica-
tion of discriminatory prices against the soclalist countries on the capi-
talist market as unobjective, and they were never taken Into account in ad-
Justment,

So, we have examined the method used in the practice of price determination
for eliminating short-term and episodic fluctuations in world prices of a
noncyclical nature,

It {s a more complicated task to eliminate consequences of the influence of
factors of a cyclical origin on world prices., Long-term observations of the
movement of world prices in the period of the entire cycle show that the de=-

- gree of fluctuation of prices, the directions of the deviations and their
intensity vary greatly in the principal phases of the cycle. For example,
whereas rising prices are typical of the phases of invigoration and womb, in
the phases of depression and crisis, on the other hand, they experience a
noticeable drop. Moreover, every cycle hag its own peculiarities. For ex~
ample, the slump in the capitalist economy following the 1973-1974 energy
crisis was not accompanied by the price drop that ordinarily accompanies de-
pressions, but was accompanied on the contrary by a rather intensive rise of
prices. Looking upon the cyclical fluctuations of world prices as the typi-
cal manifestation of the specific nature of the capitalist economic systemn,
a manifestation fundamentally inapplicable to the conditions of planned for-
eign trade relations, the CEMA countries agreed to use the method of ralcu-
lating base world prices by taking the average prices for the 5-year period
preceding the planning period in order to safeguard contract prices from
their influence. This made it possible not only to cancel out short-term
price fluctuations (the average for the 5-year period was calculated on the
basis of the average annual level of prices), but at the same time to even
out to some degree the fluctuations in prices occurring over the length of
the cycle. 1In the last two 5-year periods contract prices were set on a
base calculated according to this method.

It is also symptomatic that in principle this method was also applied to the
1976-1980 trading period, but so as to take into account certain peculiari-
ties of the present-day conjuncture in world trade related to sharp changes
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in world price levels and relations in 1973 and 1974, Since the CEMA coun-
tries were confronted with the task in caleulating the new base of prices
not only to make provision for the need of a possible adjustment to elimi-
nate cyclical fluctuations, but also to ensure more flexible adaptation of
contract prices to the new conditions, it was decided to use the method of
a sliding or flexible base, once again calculated as the average for the 5~
year period, but with the provision that every year one of the years will be
replaced so that each time prices for the 5-year period immediately preced-
ing the year for which the base is determined will serve as the base. For
example, the base for 1977 was caleculated from 1972-1976 world prices, for
1978 it was calculated on the basis of prices for the 1973-1977 period, and
$o on. The main point of this adjustment is by averaging world prices over
a comparatively long period of time to achleve more accurate reflection in
their adjusted levels of the dynamics of international value and to thereby
strengthen the objective character of this base category.

One of the compulsory conditions for objective application of world prices
as the base value criterion is ensuring comparability in terms of quality
between similar goods in circulation in world trade and in the mutual trade
of the CEMA countries and subsequently registering the results of that com-
parison in the determination of contract prices. Since goods of widely
varying quality are involved in international trade, comparisons and price
revigions of this kind have to be undertaken rather often. For example, the
group of machines and equipment is heterogeneous in terms of quality, many
types of industrial and agricultural raw materials have different use value
coefficients, and so on.

It is a complicated and time-consuming process to register the quality fac-
tor in the prices of goods. One must have a thorough knowledge of manufac-
turing processes and possibilities for the use of goods to make a correct
value assessment of differences noted in quality and to objectively reflect
the principal advantages and shortcomings related to their production and
consumption in value form in the prices of the goods. In practical terms
th's ordinarily takes the form of assigning to individual exporters dis-
counts for lower quality and premiums for higher quality of their goods.

The practice of price determination has turned up quite a few examples when
various formulas were used and special methods worked out for recalculating
the prices of qualitatively different goods. To be specific, K. I. Popov
gives a specific and very vivid example of such a comparison, one which 11~
lustrates the method of calculating the prices of hydroturbine equipment of
hydroelectric power stations. He notes that one of the principal specific
¢ st characteristics in turbinebuilding--specific cost per kilogram of tur-
bine weight--is used for a value assessment of a hydroturbine mainly from
the standpoint of its technical level and the labor intensiveness of its
manufacture. The following formula is accordingly used to calculate the ex-
port price of a hydroturbine:

Pl = PZ([WI ¢ d]/[wz « 1000),
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{n which P, ~-calculated export price of the hydroturbine;

Py=-export price of the hydroturbine taken as the basis of calcula-
tiong

W =-weight of the hydroturbine to be exported;

Wy==welght of the hydroturbine whose price is being used as the ba-
sis of the computation;

d=-difference in the specific weight value (in percentage) as a
function of turbine weight and model (determined from special
tables).

Moreover, since another indicator, the speeifie cost per kilowatt~hour of

- {nstalled capacity of the unit, is also important to a value description of
hydroturbine equipment Erom the standpoint of its economic efficiency and
operation, this formula was supplemented by computation of the functional
relationship between the specific labor intensiveness per kilowatt-hour of
capacity and the specific cost per kilowatt, which, as the calculations
showed, yielded a 15-20 percent reduction of the specific cost per kilowatt-
hour of hydroturbines of the same type when the capacity of the unit was in-
creased from 20 to 50 megawatts."

Understanding the importance of this stage of adjustment to price determina-
tion, CEMA organs devote constant attention to improving the methods of reg-
istering in prices the differences between quality characteristics of com-
modities being compared.

Since in setting prices intended to be used in mutual trade among CEMA coun-
tries one must deal with the prices of the world capitalist market, which
reflect the typical peculiarities of the system of commercial payment on the
capitalist market, in a number of cases contract prices have to be adjusted
to take into account terms of payment. The following situations can be
cited as concrete examples.

i. Suppose we know that a purchaser on the capitalist market has been
granted short-term credit (90 days) to pay for goods. Though in this case
the prices remain the same, in essence this still signifies an obvious ad-
vantage of the credit form over cash payment, especially when during the 90-
day credit period a price change occurs that is unfavorable for the cus-
tomer. Of course, the adjustment of world prices to take this circumstance
into account depends on the specific conditions and understanding of the
partners in mutual trade.

ii., If it follows from the documentation on world prices of actual deals
that a customer has been granted a discount for cash payment (usually be-
tween 0.5 and 3.0 percent of the amount of the bill, as noted in one of the
specialized books on the problems of price determination in international
trade)® or for faster payment, Since this benefit essentially has a direct
impact on the actual price, actually lowering its level, it should obvi-
ously be taken into account when contract prices are set on the basis of
that price.
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111, 1f countries have to use the prices of barter operations (say, of the
clearing type), whose level may be affected by mutual countersales and pur-
chases, then obviously a need also arises for an appropriate adjustment of

the prices; otherwise the possibility 1is not excluded that prices higher or
lower than the usual commercial conditions of trade might be taken as base

eriteria,

iv. 1If prices are given in a currency that is not freely convertible and
which has a restricted domain or in some unstable currency with a tendency
toward devaluation, which 1s especially typleal of the present-day conjunc-
ture of the world market, then obviously the use of such prices as the base
carries with it the risk that the consequences of inflation, speculation,
crisis and other ailments of the capitalist system might be carried over
into the conditions of trade between CEMA countries, That is why the CEMA
countries usually avoid using prices at an inflationary level or prices
given in a currency that is not freely convertible, prices which have ex-
perienced the impact of currency restrictions cf various kinds or other vio-
lations of a normal monetary regime in international trade, especially in
view of the fact that recently there has been a substantial undermining of
confidence in even such a "hard" currency as the dollar, not to mention the
pound sterling, and the monetary function of gold has lost much of its sig=-
nificance, This circumstance makes it indeed necesaary, in our opinion,
that contract prices be adjusted more strictly so as to safeguard them more
strongly agalnst the consequences of the inflation that is overwhelming the
capitalist world.

The directions of possible adjustment we have noted and which derive from
certain peculiarities of terms of payment in trade between capitalist coun-
tries do not, of course, always take on such proportions that they can es-
sentially influence the level of world prices, in which case they can, of
course, be ignored. At the same time, it would in our view be very rash to
underestimate the possibility under certain conditions of a serious adverse
effect of these peculiarities on the process of foreign trade price deter-
mination of the CEMA countries.

The effort to ensure the fairest possible distribution of economic advan-
tages and disadvantages arising out of the geographic position of the so-
cilalist countries relative to world markets and to one another is the gen-
eral principle that determines the condition for adjustment of shipping
costs included in the contract prices. In accordance with this principle
the system for taking shipping costs into account in contract prices is now
s:ructured as follows:

When commodities are shipped between countries which have a common land
border, the price is set fob the border. In this case half of the shipping
expenses from the commodity market used as the base to the border of the
purchasing country is added to the base price.
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2, When the countries do not have a common land border, but when land ship-
ping routes can be used, deliverles are again made on the terms of prices
fob the border, but the adddition to the base price to cover shipping 13 de-
fined as half the difference in the cost of delivery from the market taken
as the base to the importing country and from the exporting country to the
purchasing country over the territory of third countries, Should the dif=-
ference be negative, then half of it is not added, but is subtracted from
the base price.

3. When goods are delivered by sea on fob terms, half of the difference be=-
tween the shipping costs from the principal commodity market to the port of
the purchasing country and the shipping costs from the port of loading of
the selling country to the port of destination of the purchasing country is
added (1f positive) to the base price or subtracted (if negative) from it.

4. When deliveries are made by sea under cif terms insurance costs are
added as well as half of the difference between the shipping costs from the
base market to the port of the importing country and the shipping expenses
from the port of loading of the selling country to the port of destination
of the purchasing country, If negative, the difference is subtracted from
the total of the base price, the shipping costs and insurance costs.

As we see, the cost of transshipment of goods on the territory of the supply=-
ing country is not included in the shipping element of the price.

Thus in mutual exchange of commodities individual CEMA countries inevitably
either derive benefits from the standpoint of shipping costs, or they incur
losses, when they compare the shipping costs included in the contract prices
with the costs they would have in delivery of goods were they purchased on
world markets, The importing country finds itself in a preferential posi-
tion when the world market is at a greater distance from it than from that
socialist country from which it is purchasing goods. On the other hand, if
the world market is located closer to the importing country than to the so-
cialist country from which it is purchasing certain commodities, then the
proportion of the shipping costs included in the contract prices is larger
than the level of shipping costs were the goods delivered from the world
market,

Moreover, we believe there are two other methodological points that need to
be clarified in a discussion of the question of adjustment of shipping costs.
First, in order to make the calculations more objective, when the value of
these costs is being determined, freight rates or rail rates are mostly
taken on the basis of regular shipments of sizable amounts of freight rather
than those for individual random shipments. Second, shipping charges are
calculated as the average for the same calendar period taken in determining
the world prices used as the base.

The process of adjustment of the world prices unds with-calculation of the
shipping component.
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Thus adjustment of world prices to eliminate the harmful effect of conjunc=
tural, speculative and cyelical factors of the capitalist economy, except in
the case of shipping costs (which we will speak about later) essantially
strengthens the effact of objective tendancies bringing world prices closer
to the international value on a worldwide scale., As we have been able to
see, that is in principle the orlentation of the entire character of the ad-
Jusgtment of world prices now practiced by the CEMA countries., But if in the
process of this adjustment the task of maintaining the indispensable eco-
nomic relationship between contract prices and their present-day basis is
satisfactorily performed, and this is unquestionably one of the virtues of
the present practice of price determination, hardly any provision has been
made for methods of direct adjustment of world prices in order to take into
account the soclally necessary conditions of production and sale prevailing
within the limits of the commonwealth of the CEMA countries. However, the
questlon of gelecting the goal, methods and criteria of adjustment have
great fundamental importance from the standpoint of methodology. V. P,
D'yachenko, corresponding member of the USSR Academy of Sciences, for exam-
ple, has expregsed his attitude toward this problem as follows: "The prin-
cipal task of improving the present system of contract prices, which are de-
termined by adjusting the prices of world commodity markets taken as the
base, lies in giving maximum possible consideration to the vonditions under
which products are produced and sold in the socialist countries.... There
is a need for scientific development of criteria and methods for adjusting
world prices whose use would make 1t possible to overcome or mitigate the
various obstacles to development of the international socialist division of
labor engendered by the use of world prices as the base of contract prices."®
This viewpoint, which V. P. D'yachenko expressed nearly 10 years ago, is
taking on particular relevance, in our opinion, in the present period of in-
tensified development of integrative forms of cooperation among the CEMA
countries, for which precisely that direction in adjustment could become
predominant,

For example, even now an acute need is felt for contract prices to register
evar more fully the conditions of production and distribution of the CEMA
countries so as to motivate more elaborate industrial specialization and co-
op:ration and increased mutual trade in products produced in this way, since
world prices, when not adjusted from the standpoint of internal conditionms,
do not provide a sufficiently effective criterion for this. And as a matter
of fact, it would seem that if a product produced on the basis of special-
ization has a lower cost (which in any case it should have), then on that
basis contract prices should also be lower, and that would be in the inter-
est of both purchasers and suppliers. It is always advantageous to import-
rrs to purchase goods at lower prices than it would cost them to produce the
gvods themselves. Exporters, who because of the sizable increase in the
velume of production and sale of that product will obtain a constant and
ever growing income, even in spite of the lower cost and price per unit of
the commodity, are equally interested in production of the product through
specialization. This in fact is why specialization makes economic sense:
production of a cheaper product in a larger volume., It is also very impor-
tant in this connection that the economic benefit derived from specialization
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through the price be felt simultaneously both by producers and consumers,

- because only materlal motivation of both sides makes it possible to create
the conditions for effective development of intergovernmental industrial
speciallzation and cooperation,

[t 1y significant that the issue of the need to improve the methods of price
determination for the sake of further development of mutually advantageous
relations in production of specialized products has been repeatedly raised
in the economics literature of the CEMA countries, including from the stand-
polnt of fuller realization through prices of the advantages of the division
of labor among them. To be specific, attention has been called to this by
V. N. Zhukov and Yu. Ya, Ol'sevich when they wrote that "the orientation to-
ward world prlce relations when internal conditions for the production and
sale of products within the CEMA member countries are incompletely or incon-
sistently taken into account will in future, in a higher stage of develop~
ment and integration of the CEMA countries, prove to be an obstacle to more
elaborate and mutually advantageous specialization of their production."

The principal reason why this conclusion seems sound to us is that the eco-
nomic benefit from specializing the production of certain types of products
arises under the specific conditions of production and distribution and can
therefore be realized only through prices so constituted as to take these
conditions at least partly into account.

Given the need to regularly convert the world base prices expressed in vari- -
ous monetary units of the capitalist countries to transfer rubles, which are
the collective currency of the CEMA countries, as a consequence of the fluc-
tuations of even those currencies which were previously the "hardest," which
have become much more intense in the context of the general crisis affecting
the capitalist monetary system, there naturally arises a need, one that is
fully justified from the economic standpoint, for a special adjustment in
order to maintain that high stability which the transfer ruble has as a spe-
cific international economic category (that is, here again we are essen-
tially talking about adjustment of world prices on the basis of internal
conditions of exchange within the limits of the commonwealth of CEMA coun-
tries) . In our view this direction of adjustment is becoming all the more
advisable in the light of the annual revision of contract prices on the ba-
sis of world prices, which in part are absorbing the consequences of the
most diverse conjunctural and inflationary factors.

It seems to us that various forms of adjustment applied to both contract
prices and also the transfer ruble could have a constructive effect in this
situation. For instance, one of the permissible forms of adjusting contract
prices might be to observe an optimum economic distance when necessary be-
tween contract prices and world prices: for example, with respect to
changes in world prices that are manifestly based on inflation. When
changes in world prices are small or do not result from objective causes,
adjustment can in general be expressed simply in the form of an extension of
the validity of the contract prices beyond the end of the year. Acceptable
ways that might be adopted for adjusting the transfer ruble might in our
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opinion include elther an outright change of its rates of exchange against
currencies of the capitalist countries which are losing value or periodic
application of special corrective coefficients calculated as a function of
the depth and intensity of the development of inflationary processes in the
international trade of the capitalist countries,

The present period of the transition to systematic adjustment of contract

B prices for a broad range of commodities exchanged on the international mar-
ket of the CEMA countries also seems to us very conducive to a greater ef-
fort in foreign trade price determination to take into account relations be-
tween supply and demand under the conditions of the mutual trade of these
countries. As we know, for long years the factor of supply and demand was
very little taken into account in the determination of contract prices,
since prices were revised simultaneously for almost all goods and were then
left practically unchanged for several years, This essentially amounted to
fixing for a long time a relation between supply and demand which was basi-
cally characteristic of the world capitalist market at the moment when the
revision was made. Only when the next change was made in contract prices
did it again become possible to correct them, supply and demand being one of
the factors taken into account. It is altogether natural, then, that a mo-
ment should inevitably come in such a situation when one of the sides would
begin to look upon the prices in effect as economically unsound and the con-
ditions of trade disadvantageous.

To be sure, in recent years the acuteness of the problem of the failure to
fully reflect the factor of supply and demand has diminished somewhat be-
cause the pr.ces of particular groups of commodities have begun to be re-
vised more often, and when possible the current and future relation between
supply and demand on the international market of the CEMA countries is taken
into account. For example, because of the high rate of renewal of the as-
sortment of products of machinebuilding and the chemical industry, which is
constantly causing shifts in the relations between supply and demand, more
flexible contract prices which respond faster to new conditions are now be-
ing set for these goods, and the time intervals between price revisions have
pecome shorter. Flexible and elastic prices sensitive to the conjuncture of
th: market are also more suitable to the exchange of products of light in-
dustry, which undergo a rapid change in quality and assortment under the in-
fluence of fashion (but not enough has yet been done in this regard). At
the same time, for fuels and raw materials which have lengthy production and
investment cycles and constant quality characteristics and which are there-
fore less susceptible to fluctuations in the context of normal conjuncture,
ihere is ordinarily no need to increase the frequency of revisions of con-
‘ract prices. The comparatively stable state of supply and demand for food-
scuffs because of the constancy of their consumer characteristics and the
fairly high accuracy in forecasting import needs and export possibilities on
the basis of scientific levels of nutrition also makes it possible to use
contract prices which remain in effect for a long period of time.
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Under present conditions, because of the considerably expanded possibily, -
of taking Into account the effect of the supply and demand factor in setting
contract prices, the principal task is obviously to realize its results more
fully and competently by constantly improving the methods of adjustment,

In the opinion of many economists of the CEMA countries there is a particu-
larly urgent need to take into account intraregional conditions in the de-
termination of shipping costs included in the contract prices, since the
very process of calculating shipping costs 1s not based on the actual costs
of the countries lnvolved in trangporting the goods involved in mutual de=-
liveries, but on an artificially devised scheme of "assumed" shipping costs,
though steps are being taken in this respect toward relatively fair distri-
butlon of liypothetical benefits and losses among the countries,® However,
1t is certaln that the level of actual costs involved in mutual deliveries
of goods between the CEMA countries in many cases differs very substantially
from the total costs now included as shipping costs in foreign trade prices
under the present conditions of their computation. To be specific, on cer~
tain goods--for example, lumber and timber, petroleum, cotton and certain
others-~this difference is a multiple of the amount involved. If we also
take into account that shipping costs represent 40-50 percent of the prices
of certain goods, it becomes clear that we are talking about a very appre-
clable influence of shipping costs on the levels of efficiency of foreign
trade and of a consequent need for a substantial restructuring of methods of
calculating the shipping components so as to make more effective use of the
transport factor to improve the structure and geographic distribution of
freight flows in foreign trade and to achieve more optimum location of the

productive forces within the limits of the commonwealth of the CEMA coun-
tries,

Thus in our view one of the fundamentally important directions for improve-
ment of the present practice of price determination on the international
market of the CEMA countries is that the methods now used for adjusting
world prices need to be supplemented so as to take into account the condi-
tions of production and distribution within the commonwealth., We can antic-
ipate that a combination of these two directions of adjustment would promote
a substantial rise in the scientific soundness of the process of foreign
trade price formation of the CEMA countries.

Constant improvement of the methods of price determination is a natural pro-
cess that conforms to a particular pattern., New directions in the economic
policy of the country always make it necessary for appropriate changes to be
made in the forms and methods of guidance of the economy so as to make them
nore effective, The most important requirement methodology must meet in
such a sftuation is to guarantce responsiveness and a creative approach to
solving the various problems that arise in the theory and practice of price
= determination.

Experience in using the method of calculating contract prices on the basis
of average world prices for the 5-year period preceding the planning period
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seems to us instructive in this ragard. There was a need for very respon-
slve steps, a year in advance of the period being planned, and a really cre-
ative approach to the problem in order to find a methodological solution to
the problem of a method of computing the base for contract prices appropri=
ate to soclaliyt principles of price determination when the economic rela=- ”
tions between contract and world prices prove to be almost completely diq;,»w””
rupted for all practical purposes because of the unprecedented upheavald of
the price system of the world capitalist market, For example;“the following
flgures are sufficient for illustration: between 1972 and 1973 worid prices
for wheat and dlesel fuel doubled, wool prices rose 1.8-fold, prices of veg-
etable oil and sugar rose 1.5-fold, and those of petroleum, cotton, lead and
zinc rose 1.3-fold; in 1974 prices again rose for many of these commodities,
sometimes still faster: for examgle, 3.5~fold for petroleum, 1.5-fold for
sugar, lead and wheat, and so on.

Thus right at the beginning of the preparation for the regular revision of
contract prices for the 1976-1980 period, an extraordinary economic situa=-
tlon came about In the price system of the world capitalist market, and the
CEMA countries had to take a fundamental position concerning it., The main
problem which had to be solved was that of the advisability of using the
method of devising contract prices which was in effect at that time, which
meant taking as the base not only the relatively stable prices of the prin=-
cipal commodity markets for 1971 and 1972, but also the prices of 1973 and
1974, which had experienced very intense deformation. All of this necessi-
tated a thorough economic analysis of the principal tendencies of develop-
ment and actual state of conjuncture of world prices at the end of 1974 and
the beginning of 1975.

. The thorough situation analysis of the problem made at various levels and
from various aspects made it possible to discover a number of specific new
characteristics which have great importance to determining contract prices
on the basis of world prices. Taking these characteristics into account has
ultimately had a determining impact on the character of the solution adopted
by the CEMA countries concerning the method of calculating the new base. We
iind the following to be the most significant of those characteristics.

L. The considerable acceleration of the rates of change of world prices.
For instance, whereas during the sixties and early seventies the average an-
nual changes of world prices remained within the limits of 3-5 percent, be-
ginning in 1973 and later the changes went even as high as several tens of
percentage points, i.e., the period of relative stability of price conjunc-
-tre of the world capitalist market was replaced by a period of their highly
vnamic change.

2. The growth rates of prices of fuels and raw materials was faster than
che average, and the run in advance of the jump was actually taken back in
1971 and 1972. There is evidence of this in the figures given in Table 8.
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Table 8, Movement of Export Price Indices in International Trade and Rela=
tions Among 'them (1970 = 100)

Price Index of

Overall Index Finished Product
Average Change Relative Average Change Relative
Annual to Previous Year Annual to Previous Year
Yoar 1 2 k| 4
1971 106 + 6 105 + 5
1972 114 + 8 113 + 8
1973 142 +28 133 +20
1974 199 +57 162 +29
\ 1975 213 +14 182 +20
Price Index of Raw Materials Relation Between Price
Average Change Relative Indices of Raw Materials
Annual to Previous Year and Finished Product
Year 5 6 7
1971 114 + 14 109
L9 125 + 11 111
1973 180 + 55 135
1974 308 +128 190
1975 302 - 6 166

Source: U.N., MONTHLY BULLETIN OF STATISTICS, April and November 1977.

As shown by the figures in Table 8, on the one hand the growth rates of
prices of raw materials were actually higher than the growth rates of prices
of finished products and the overall price index, but on the other hand the
figure for 1975 1s possibly the first signal that this process had already
definitively passed its apogee.

3. Establishment of new proportions between the prices of raw materials and
finished industrial products, at present mostly more favorable for raw mate-
rials, which is also shown rather fully by the figures in Table 8, though
these figures indicate that the terms of trade for raw materials, which in
absolute terms were more favorasble over the last 5 years, deteriorated some-~
what in relative terms in 1975 as a consequence of a certain drop in the ex-
port price index for this group of commodities.

4. The substantial size and generality of changes in the system of prices
of the world capitalist market. For instance, in just 5 years (1971-1975)
the overall export price index of the principal commodity markets more than
doubled, the raw materials price index nearly tripled, and the price index
of finished industrial goods rose almost 1.8-fold. In the opinion of econo-
mists of the CEMA countries, these changes resulted from the impact of ob-
jective economic and pelitical factors that figured as the cause of these
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dlzable shifts in the formation of international value and determination of
prices. Flrst of all, in our opinion, we should note the major changes in
the balance of political and economic power in the world, which has given a
new role to the developing countries; the vigorous impact which scientific=-
technical progress has on the character of price determination; the monetary
system of capitalism 1s unable to cope with the consequences of the fact
that the money sugply in the capitalist economy is growing faster than the
supply of goods;l0 the prolonged lag of the production of many types of raw
materials behind the growing needs as a consequence of deterioration of the
natural conditions for extraction and the need for large investments when
the rate of return on the capital invested is comparatively slower.

So, taking into account the objective and irreversible nature of the changes
that had occurred and paying attention as well to the fact that the gap that
had occurred between contract prices and world prices had not this time oc-
curred as the result of ordinary accumulation of usually small discrepancies
between them, but as a consequence of stable and very sizable changes in the
dynamic behavior and relations of world prices, the CEMA countries deemed it
advisable to respond by gradually taking these changes into account in suc-
cessive adjustments of contract prices by applying a flexible price base.

As we know, the first preliminary stage in adjustment of contract prices
took place in early 1975, and later prices for 1976, 1977 and 1978 were re-
spectively brought into conformity with the new base. We believe that the
best. assessment of the results of this work is provided by the observation
in the communique of the 30th CEMA Session to the effect that along with the
other important achievements in economic and scientific~technical coopera~-
tion and implementation of the Comprehensive Program in the 1971-1975 pe~
riod, "the member countries of CEMA found a mutually advantageous solution
to the complex problems of price determination in their mutual trade.'ll

FOOTNOTES

1. "Kompleksnaya programma dal'neyshego uglubleniya i sovershenstvovaniya
sotrudnichestva 1 razvitiya sotsialisticheskoy ekonomicheskoy inte-
gratsii stran-chlenov SEV" [Comprehensive Program for Further Extension
and Improvement of Cooperation and Development of Socialist Economic
Integration of the CEMA Member Countries], Moscow, Politizdat, 1971,

p 49.

Bogomolov, 0. T., "Teoriya i metodologiya mezhdunarodnogo sotsialisti-
cheskcgo razdeleniya truda" [Theory and Methodology of the Interna-
tional Socialist Division of Labor], Moscow, Mysl', 1967, p 219.

[\
.

3. On behalf of a further examination of this problem, we deem it advis-
able and timely from a methodological viewpoint to formulate in this
stage of the analysis the principal characteristic features inherent in
the category of world prices. It seems to us that V. A. Shil'dkrut,
whose position we fully share, has provided the most precise scientific
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definition of world prices: "In contemporary reality the foreign trade
price, so that it can be taken as a world price, should satisfy the
following basie requirements:

"First, it should be the price used in ordinary large commercial deals,
which envisage separate export or import transactions not related to
one another,

"Second, as a rule payments in these commercial transactions should be
made in a freely convertible currency.

"Third, they should be prices of regular, not random, export or import
commercial transactions concluded in the most important centers of in-
ternational trade, where foreign trade transactions are constantly con=
ducted in a sizable volume" (Shil'dkrut, V., A., "Sovremennyy kapitalizm:
problemy tsen" [Contemporary Capitalism: Price Problems], Moscow,
Mysl', 1972, p 219).

Popov, K, I., "Razvitiye ekonomicheskikh svyazey stran sotsializma"
[Development of Economic Relations of the Socialist Countries], Moscow,
Mysl', 1968, pp 137-138.

Sovinskiy, U., "Opredeleniye tsen v torgovle s kapitalisticheskimi
stranami" [Determination of Prices in Trade With the Capitalist Coun-
tries], Moscow, Vneshtorgizdat, 1963, p 37.

D'yachenko, V. P., "Problemy planovogo tsenoobrazovaniya" [Problems of
Planned Price Determination], Moscow, Nauka, 1974, pp 449-450.

Zhukov, V. N., Ol'sevich, Yu. Ya., "Teoreticheskiye i metodologicheskiye
problemy sovershenstvovaniya tsenoobrazovaniya na rynke SEV" [Theoreti-

cal and Methodological Problems of Improving Price Determination on the

CEMA Market], Moscow, Nauka, 1969, p 51.

As a consequence determination of the magnitude of shipping costs on
the basis of this method of hypothetical calculation does not essen-
tially ensure the necessary interrelationship of those costs to the ac-
tual costs of shipping goods or to international freight rates.
Calculated from U.N. MONTHLY BULLETIN OF STATISTICS, April 1976.

Yu. Shamray and A. Borisenko have published a very interesting and
well-argued article on this topic (MIROVAYA EKONOMIKA I MEZHDUNARODNYYE
OTNOSHENIYL, No 7, 1975).

PRAVDA, 8 July 1976.
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Chapter 4. Price Determination in the Context of Integrative Forms of Coop=-
eration

In the theory and methodology of foreign trade price determination, as we
have shown in the previous chapter, there have in recent years been con-
structive shifts of unquestioned importance (for example, in the domain of
the study of the economic nature of contract prices and the peculiarities

of the character of price determination in the present stage of development
of foreign economic relations, and in development of the most effective
methods of planned use of prices in the mutual cooperation of the CEMA
countries), which have had a beneficial effect on development of mutual co-
operation. CGClarification of these questions has great importance from the
conceptual standpoint to the future improvement of the methodology and prac-
tice of contract price determination. At the same time, since certain of
the principles contained in the Soviet and non-Soviet economics literature
of the CEMA countries have still not been fully clarified or are debatable,
we believe there is a need to examine them further and strive for greater
precision. To be specific, the interpretation of the character of the for-
eign trade price as a category expected to function primarily in the sphere
of distribution, which has now become very widespread, is in our view making
the situation definitely unsatisfactory from the methodological standpoint.

Tc confirm this thesis we will allow ourselves to quote only one of the po-
sitions which have been expressed in a very serious theoretical study on the
problems of improving price determination on the market of the CEMA coun-
tries: "The place where any system of prices operates is the market, which
to some degree 1s relatively free of other markets. The sphere of operation
of the mutual trade of the socialist countries is the CEMA market."! Thus
1f we follow this idea out, we need only to add that the place where the
rrices serving the foreign economic relations of the CEMA countries operate
is also their international market.

There is an explanation for this treatment of the category of the foreign
trade price, an explanation which, it seems to us, is related by the laws of
logic and history to a certain stage in the development of cooperation and
correspondingly in the study which economic science of the CEMA countries
has made of this problem.
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For instance, proceeding on a purely logleal basls from Marx' formula of the
price as the money form of value, which is manifested directly under the
conditions of exchange, the advocates of this methodological approach to the
study of the price, legitimately in terms of the laws of formal logic, have
in essence found themselves compelled to limit themselves to only a one-
sided description of its external and formal manifestation.

Yet in "Das Kapital" K. Marx repeatedly emphasizes that the money form of
value is nothing more than the money form or money mask of a commodity be-
hind which there is the essential content of the phenomenon of the price--
value, which, in the very process of reproduction, actually determines the
fundamental terms of exchange of goods on the market, There is much to be
learned in this respect from, say, K, Marx' statements on the illusoriness
of the hypothesis that "commodities are without a price, and money without a
value, when they first enter into circulation, and that, once in the circu-
lation, an aliquot part of the medley of commodities is exchanged for an
aliquot part of the heap of precious metals."? ",.. It is not the exchange
of commodities which regulates the magnitude of their value, but, on the
contrarg, the magnitude of their value which controls theilr exchange propor-
tions."

Historically, that interpretation, applied exclusively to prices serving the
foreign trade relations of the CEMA countries, should be recognized as cor-
rect insofar as it is applied to the period when foreign trade was mani-
festly the predominant if not the only form of cooperation, when it was nec-
essary to use value categories. But under the different conditions, when
the new integrative forms of economic relations among the CEMA countries are
coming into being, foreign trade becomes as it were derivative from them and
to a certain degree loses its exclusive position, at the same time acquiring
certain new traits and functions. For instance, one of the specific func-
tions of foreign trade is now participation in the sale of a product manu-
factured through such expressly production forms of cooperation as indus-
trial specialization and cooperation, joint construction of projects, and so
on, since fulfillment of mutual obligations under these forms of cooperation
ends as a rule with deliveries in foreign trade, but in a number of cases
the need for them also arises in various stages of the process of economic
activity.

The relevance and progressive character of this modification of foreign
trade practice has been noted by Yu. S. Shiravev: "As an analysis of the
makeup of foreign economic transactions as shown, the role of 'purely' com-
mercial relations in the total is experiencing a relative decrease, while
the role of forms and methods essentially involving an exchange of activicy
outside the market is increasing (helping to establish long-term production
and technical cooperation between partners from different countries). In
this context the most dynamic foreign economic transactions are precisely
those which contribute to solving problems of more than one kind and which
are by no means reducible to a simple change in the owner of a commodity."“
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The changes which have been taking place in the character and directions of
the development of the foreign cconomic relations of the CEMA countries have
direct relevance to the problem of improving the system of contract prices
and, accordingly, to the shaping of a fundamental theoretical approach to
the question of the place and role of prices under the conditions of social-
lst cconomic integration. In our view, with development of production and
technical cooperation, in which a sizable proportion of goods begin to be
produced on the basis of prior orders and for a consumer known in advance,
exchange is becoming more and more programmed; this also applies to prices
for the products to be produced through integrative forms of cooperation.
The factors of production rather than of distribution are gradually begin-
ning to have an ever more active part in the determination of those prices,
and distribution is accordingly being given, as already demonstrated above,
more the role of a technical intermediary in the sale of commodities on the
market, In the final analysis, it seems to us, as a consequence of this
"realignment of forces" we should expect an altogether normal trend whereby
the distribution sphere will lose the importance it once had in price deter-
mination, as will the mechanism it set up for discovering the socially nec-
essary expenditures of labor, and there will be a corresponding "compensa-
tion" of this thanks to the simultaneous strengthening of the price-forming
functions of the sphere of production as the center of gravity in mutual co-
operation shifts in that direction.

Moreover, in our point of view the e=xchanges expected in price determination
will have a beneficial impact on stimulation of very important economic pro-
cesses within the limits of the socialist economic system,

The setting of prices in the actual stage of production will above all make
it possible to exert a still more purposive pressure toward formation of the
national economic structures of each country and thereby on the development

- of the international socialist division of labor within the limits of the
entire commonwealth.

Ar experience has shown, the vigorous constructive role of prices in the
process of shaping the optimum structure of the international socialist di-
vision of labor can be seen with particular vividness under the conditions
of a planned economy. Conclusion of long-term agreements between individual
CEMA countries with strictly stipulated volumes of export and import deliv-
2ries of commodities at prices which are agreed on and which change in a
planned manner, is essentially a planning assignment for the economy of the
contracting parties to produce particular products. Thus when contract
vrices have a direct part to play in the individual countries, basic propor-
:lons are shaped in the national economic structure, needs for imports and
potential export possibilities are calculated, and the country specializes
within the framework of the commonwealth of CEMA countries. The level of
these prices is taken into account in the CEMA countries when the effective-
ness of existing foreign economic relations is analyzed, when further ways
of improving national eccnomic complexes are projected, when the most ra-
tional directions for intergovernmental specialization are defined, and when
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plans of future economic relations are drafted. In shaping the system of
contract prices the countries also strive for prices to include material in-
centives which will motivate the individual participants in long-term mutual
trade to fulfill the obligations they have assumed, The results in solving
these problems in every country have definite importance to the planned
shaping of the optimum structure of the international soclalist division of
labor, which is coming about as the result of the interaction of foreign
economic relations among the countries of the world socialist commonwealth.
The active involvement of the sphere of production in performing price-
forming functions should help to considerably speed up and deepen these pro-
cesses,

Thanks to the setting of contract prices in the stage of production of com-
modities under the integrative forms of cooperation broad prospects are also
being opened up for taking relations between supply and demand more fully
Into account in the process of price determination when the national eco-
nomic plans of the CEMA countries are being coordinated, and this will make
it possible for the sociallst economy to avert undesirable disruptions in
the proportionality of exchange, which is out of reach of capitalism because
of the haphazard character of its economy. We find the following argument,
for example, quite convinecing in this respect: "Under the conditions of
capitalism the impact of profound processes taking place in the production
sector on the movement of prices is mediated by the haphazard change in the
relation between supply and demand. As a consequence something which is
only a reflecticn of essential changes in the sphere of production is taken
as the principal and direct thrust in the movement of prices.'S

Strengthening the price-determining role of the production sphere also con-
siderably expands the capabilities of the price as one of the principal
cost-accounting categories of the planning mechanism, and the real economic
prerequisites will be created for more active inclusion of prices in the
process of joint planning activity of the CEMA countrie~ in the stage of so-
cialist economic integration. This task is becoming particularly relevant
at the present time because in the joint planning of the CEMA countries we
now observe a stable development of qualitatively new tendencies reflecting
a still deeper penetration of cooperation into the production sphere. The
development of these tendencies, which is imposing new requirements on the
present system of price determination, opens up broad prospects at the same
time for a further spread of cost-accounting relations into the domain of
planning and coordination of plans of foreign economic activity of the CEMA
countries, which constitute the basis for establishing the organic interre-
lationship between planning and the system of commodity-money instruments.

The fundamental need to achieve an organic combination of planning with the
mechanism of commodity-money relations® and, in particular, the task of
broader use of the price system as a highly active economic category in the
process of joint planning activity of the fraternal countries is in our view
predetermined above all by the mandatory requirement that the efficiency and
expediéncy of the planning decisions taken be justified in value terms, that
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the physical dndicators of the plan agreed on be confirmed by value asti-
mates, and that a deeper linkage be achieved between physical and value
measurements in the various sectlons of long~range speclal-purpose coopera-
tive programy and the Coordinated Plan of Multilateral Integrative Measures.
The fact that these issues have not been worked out in theory is an essen-
tial limitation on the possibility of a realistic evaluation of the effec-
tlveness of measures belng planned and to a certain degree can even hold
back expansion of cooperation on the scale achievable at a given level of
economic development of the CEMA countries.

It obviously is partly because of this that the problem of organic combina-
tion of the planning activity of the CEMA countries with the planned use of
commodity-money relations has been repeatedly and very thoroughly discussed
in the Soviet economics literature and in the periodicals of other CEMA
countries. N. V, Bautina, for example, who has been studying a broad range
of methodological problems of joint planning activity of the CEMA countries,
puts among the most significant and relevant of those problems the problem
of economic accountability and especially the need to improve the economic
soundness of prices, the need to determine and distribute the benefit ob-
tained among the individual participants, and the need for more straightfor-
ward regulation of other economic conditions in mutual cooperation. The
principle that follows, which has been expressed by N, V., Bautina, has in-
dubitable theoretical value in our view: "Assuming that the economic pro-
cess 38 determined under socialism through achievement of benefit for the
entire people, economic accountability as a system of economic relations, as
a system of planned management of the economy, takes shape at the level of
the socialist economy as a whole. What is advantageous to socilety must also
be advantageous to the enterprise. The system of economic accountability,
which serves the movement of the entire economy, has a corresponding struc-
ture, which must be linked to the various structural levels of the system of
national economic planning., This will make it easier to make decisions in-
volved in coordinating national economic plans."’ The legitimacy of the
methodological approach used here in examining the problems of economic ac-
contability in foreign economlc relations of the CEMA countries from the
standpoint of the entire state rather than from the standpoint of the indi-
vi‘lual enterprise or project covered by cooperation is supported by the very
convincing argument that the socialist economy, as Lenin defined it, is a
single cooperative of workers which functions on the basis of a single na-
tional economic plan, whose ultimate goal is to achieve the conditions for
constant growth of the material prosperity of the working people.

jn view of the aspect which has been chosen for examining the problem of

r zices, the work done by Yu. F. Kormnov, who has devoted much attention to
tne study of international economic accountability, is also of unquestion-
able interest. Tor instance, Yu. F. Kormnov presents, for example, a list
he compiled of the principal factors determining the character of this eco-
nomic category: "If the framework of economic accountability within the
country is defined by the national economic plan, then the framework of in-
ternational socialist economic accountability in the relations of the CEMA
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countries {s defined by the coordinated national economlc plang, joint plans
for development of specific sectors and for cooperation within sectors,
agreed general conditions and the agreements to implement them, and also the
principles of foreign trade price determination.... In the foreign economic
sphere economic accountability relies still more than within the country on
effective functioning of the system of commodity-money relations."B

The Polish economist (Ye. Basyuk) also holds the opinion that it is advis-
able to make still broader use of economic accountability than up to now as
a decisionmaking instrument at the central level and in economic organiza-
tions themselves, noting that the individual countries are using various
forms of economic accountability, (Ye. Basyuk), moreover, stresses that "in
all cases the prices at which purchases and sales take place on the domestic
and foreign markets figure as parameters in economic accountability. As a
consequence the level of foreign trade prices and their relation to domestic
prices are exerting an ever growing impact on decisions the country makes
concerning the volumes and structure of foreign trade."®

Usc of economically sound standards of value measurement in the actual pro-
cess of compiling and coordinating national economic plans should in our
opinion be still more effective, since this will make it possible to deter-

- mine in good time, before specific agreements take effect, the material in-
terest all participants can be expected to have in cooperation and to avert
possible refusals when the agreement is being carried out.

However, in spite of the aspiration of all the CEMA countries to realize as
fully as possible--not only in exchange, but also in production--those large
advantages which prices possess as an ohjective cost-accounting criterion in
evaluating the results of foreign economic activity, the efforts made so far
still have not borne full fruit in the context of the various forms of coop-
eration. This depends both directly on the form of cooperation, on those
goals and tasks which it pursues, and also on the level of overall develop-
ment of cost-accounting relations in the specific sphere of the process of
reproduction where that form is operative. This means that a great deal of
potential in this respect still lies in the individual forms of cooperation.

Where in our opinion the foreign trade price is realizing its capabilities
as a cost-accounting character with comparatively greater completeness and
consistency is in the sphere of foreign trade itself, for example, in plan-
ning budgetary efficiency at the national economic level, when total income
from exports is calculated on the basis of proceeds from the sale of prod-
ucts exported to the foreign market at planned contract prices, and total
costs to produce the products exported are measured in domestic wholesale
prices. 1In the case of imports, costs are planned (and then actually com-
puted) on the basis of expenditures to purchase the imported goods at for-
eign trade prices, and income is determined with respect to the value of
those same commodities in domestic prices. In some countries, moreover,
calculations of efficiency like these are also broken down to the level of
industrial associations or even individual enterprises, that is, in the as-
sessment of the economic results of foreign economic activity by industry
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the conditions of sale on the domestic and foreign markets are sat directly
opposite one another,

Tt is significant that the new recommendations on establishing contract
prices for the current trading period (1976-1980) which provide that they
will gradually and in a planned manner be brought closer to the world
prices, which serves as their base, are also essentially oriented toward
further reinforcement of the principles of economic accountability in rela-
tions among the CEMA countries in the process of foreign trade primarily
through actual reestablishment of the disrupted economic relations between
contract prices and the base level of world prices, which constitutes one of
the principal requirements the price must meet as a cost-accounting cate-
gory.

But in noting the consistent cost-accounting basis of the character of the
development of foreign trade relations of the CEMA countries, we must at the
same time emphasize that because foreign trade cooperation is mainly limited
to the sphere of distribution, relations between foreign trade prices and
the planning mechanism in this form of cooperation are almost entirely
rounded off in the stage of exchange and hardly penetrate the sphere of pro-
ductlon at all. As evidenced by the experience of cooperation of the CEMA
countries for many years in the domain of foreign trade, this kind of con~-
centration of interrelationships between the mechanism of planning activity
and the price system primarily in the sphere of distribution has been alto-
gether correct and has had an indubitable constructive effect by promoting
the dynamic development of exchange, by improving the structure of foreign
trade, and by making trade more efficient.

At the same time establishing interrelations between foreign trade prices
and the planning mechanism exclusively through the sphere of distribution,
fruitful and adequate as it is for the foreign trade form of cooperation,
has clearly ceased to be in line with the tasks of development of its new
forms, when the center of gravity in joint planning activity has decisively
mored from the distribution sphere into the production sphere. Given this
situation, the present system of foreign trade prices, which is fundamen-
tally adapted to serve in the process of exchange among CEMA countries, has
not yet been able .o stimulate with the requisite effectiveness the develop-
ment of forms of cooperation so intrinsically productive in their nature as
the coordination of national economic plans, the planning of specialization
and cooperation and the drafting of plans for building joint enterprises.
That 1s why the task set by the Comprehensive Program of seeking out effec-
tive ways of ensuring organic combination of joint planning activity with

' roader use of commodity-money relations is especlally relevant to the new
torms of cooperation; in this specific case it means seeking out methods for
fuller realization of the capabilities of the foreign trade price as a cost-
accounting category linking together the physical and value aspects of plan-
ning in the stages of production and exchange as a unified whole.
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Even though, for example, definlte success has been achieved in the domain
of Industrial specializatlon and cooperation among the CEMA countries, and
though the share of mutual exchange of products covered by specilalization
shows a general tendency to increase, the rates of development of this pro-
cegd are still not altogether satisfactory to the soclalist countries. We
believe one of the reasons for this is the influence which the price factor
has had on this process, if it has not been inhibitive, 1t certainly has not
been stimulative enough. And it is capable of exerting that kind of influ-
eunce, for example, by virtue of the fact that foreign trade prices, which
have the capability of exerting a direct impact on formation of the struc-
ture of foreign trade and through it on proportions of the national economy
of the individual countries, perform the role of one of those basic economic
criteria which largely determine the development of the international so-
clalist division of labor and are capable of stimulating not only the opti-
mum directions, but also directions which are not fully justified in inter-
national industrial speclalization and cooperatlon as well as in the devel-
opment of other forms of economic cooperation.

Yu. F. Kormnov, the author of a number of publications on the problems of
industrial specialization and cooperation of the CEMA countries, emphasizes:
"The principal incentive for development of international industrial spe-
clalization and cooperation is the price at which the principle of mutual
benefit for each of the partners in the specific variant of cooperation is
implemented. The role of the price as an incentive depends largely on the
extent to which prices make it possible for manufacturers (exporters) and
consumers (importers) to realize the economic benefit of specialized produc-
tion which has come about thanks to their joint actions and agreement. The
best incentive for the consumer is a low price assuming that it conforms to
a given quality and satisfies his other requirements. The best incentive
for the ?roducer is a price that guarantees him adequate production effi-
ciency."10

In our opinion, the real possibility of such a favorable combination in
which adequate material motivation is achieved for both producers and con-
sumers of specialized products at comparatively low prices is explained pri-
marlly by the fact that the national cost of production of a particular
product in a given country is usually lower than in other countries which do
specialize in its manufacture. Here the principal cost reduction factors
are production in large series and under the most favorable conditions, con-
ditions which are conducive to reducing the necessary expenditures of labor
and to raising the quality and technical level of preducts.

Since the generally accepted met}ud of determining the efficiency of inter-
national specialization is to compare the national socially necessary expen-
ditures of labor for the production of specific products with the estimate
which they obtain on the foreign market, it is obvious that the principal
criteria characte.izing the coaditions of social recognition of contract
prices for specialized products must inevitably be the two economic indica-
tors-—-domestic and foreign trade prices, or, more concretely, since world
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prices are the base of foreign trade (contract) prices, the domestic na-
tional prices of the individual CEMA countries and world prices.

Moreover, in the opinion of most specialists, it would be most advisable to
use as the indicator of socially necessary national expenditures the whole-
sale prices of principal exporting countries, which ensure them reimburse-
ment of production costs and not only a normal profit, but even a high
profit (thanks to specialization). Since they are at the same time rela-
tively lower than the wholesale prices of other producers, especially in im-
porting countries, these prices can motivate consumers over the long term to
obtain the speclalized product by importing it. The only important thing is
that all the information on prices be used as fully as possible in negotia-
tions in the period when contracts on speclalization are being prepared,
.i.e., when the fact of the discovery of low costs can actually promote opti-
malization of the production of the specialized product and raise the effi-
clency of that production.

Use of a base reference point--world prices--in the process of setting
prices on specialized products will be most effective in economic terms, it
seems to us, mostly when the condition is met that the level of world prices
be lower than the national socially necessary production costs of the CEMA
countries for the respective commodities. Only in this case will exporters
strive for technical improvement of production, attainment of world stand-
ards that apply to the quality of the product being exported, and reduction
of costs to the average world level insofar as this is possible. But the
difference between world prices and the production costs of the CEMA coun-
tries should remain within certain limits that make it possible to direct
the motivation of exporters most effectively toward mobilization of internal
potential. Otherwise too large a departure from world prices could, on the
contrary, give rise to a passive reaction and the idea that the goal is un-
attainable, which means that this reference would be ineffective for all
practical purposes. We would at the same time like to emphasize that in
principle, if we leave aside those extremes, involvement of the world price
factor in the process of price determination ordinarily promotes more active
ut (lization of the advantages of the participation of the CEMA countries in
the foreign economic relations of the world economy. This in turn would
sa:m largely to explain why many economists of the CEMA countries--Yu,. F.
Shamray (USSR), (M. Yaroshin'ska) (Poland), (G. Brendel') (GDR) and others--
consistently adhere to the point of view that it is the use of world prices
as a base index that could promote successful development of specialization
and cooperation.}!!

Yu. S. Shirayev shares this point of view concerning the advisability and
orrectness of applying these two economic criteria to the determination of
prices of specialized products stably oriented tcward the market represented
by mutual trade; he notes in his monograph: 'Here the level of the contract
price can be determined so as to take into account two parameters: the full
production costs of the exporting country and the price of the world market

(competitive price). The latter could be the higher limit of the contract
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price (1f we are discussing, for example, deliverles of a bulk product,
whose expert ylelds a sizable benefit) or its lower limit (if we are talking
about deliveries of a product in short supply, a product distinguished by
high technicat-and-economic parameters, and so on) M7

At the same time it is altogether permissible and there are cases when it is
ceonomically justified to establish prices solely on the basis of the level
of soeially necessary expenditures of labor characteristic of the commou-
wealth of CEMA countries in the practice of setting prices on specialized
products, The advisability of such a procedure in price determination
arises, firvst of all, when sultable value analogs do not exist in world
trade, Moreover, as we know, the method of pricing based on production
costs within the firm long ago became rather widespread in the practice of
capitalistic enterprise. The experience of the CEMA countries in this re-
gard has also yielded its first constructive results, Second, there is good
reason to take as the base of vrices of specialized products the socially
necegsary expenditures of its principal producers and exporters on the in-
ternat fonal market of the CEMA countries in all those other cases when world
prices proved to be so out of line with the conditions of production and
distribution within the commonwealth of soclalist countries that given that
situation they almost automatically lose their significance as an economi-
cally sound reference for price determination.

Because an additional benefit is obtained in cooperation based on industrial
specialization, the problem of economically sound distribution of advantages
among all the participants in the agreement, both producers and consumers,
arises when the products of svecialization are being priced. 0. T. Bogomo-
lov makes the following generalization in his discussion of the problem:

"It is a peculiarity of cconomic incentives in the sphere of internatlonal
cooperation that they presuppose not only an increase in the material bene-
fit each country obtains, but also a fair distribution of those benefits
among the countries. All other conditions being equal, the deeper and more
intensive the international industrial specialization and cooperation, the
greater will be the gain."!3 Other economists also have been engaged in a
study of this problem, and they have expressed various considerations con-
cerning the possibilities of solving it. In particular, recommendations
have been made for setting up special compensation funds, which, as con-
ceived by the authore, should be built up from deductions paid in by coun-
tries obtaining the greatest bencfit from specialization. Those countries
whose gain is negligible or who hzve not obtained it at all in the context
of the present system of prices, would be able to obtain money from this
fund to reimburse their losses or replenish their incomes. As we see, the
point of this variant is to achieve the desired equalization of the economic
conditions of cooperation primarily by an accounting method, and as a conse-
quence quite a few critical objections have been expressed against this pro-
posal in the scholarly literature.

Unquestionably preferable from the economic standpoint is another method of
solving the problem--by applying special discounts to the prices of special-
ized products which the importer obtains because of a reduction of production
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costy achleved as the result of apeclalization, Here it iu presupposed that
the dlscount wiil be applied to the prices in effect before specialization,
which were determined on general grounds, It is also obvious that the size
of the discounts, which reprasent a pure gain for the importers, should be
smaller chan the total amount of bLenefit obtained; otherwise axporters will
be deprived of the share of profi: they deserve from participation in spe-
clalization., Moreover, in the interest of more economically sound distribu-
tion of gainy between the exporter and importer, it is proposed that the
size of the discounts gradually increase as the economic benefit grows., In
our view this method will make it possible to disuribute the total saving
achleved through this form of cooperation more fairly and in accordance with
the contribution of each country participating in an agreement on special~-
ization,

The place and time for agreeing on prices also have fundamental importance
to {mprovement of the character and determination of prices of produces pro-
duced through speciasization; do the partners set the prices in the period
when the agreement on specialization is being prepared, or do they do so
only when commercial contracts concerning deliveries are being concludad,
The point is that prices agreed on after contracts concerning specialization
have been cencluded are mainly set on the basis of 1h: conditions of ex-
change, i.e., at the foreign trade level, whereas this product will be pro-
duced under the conditions of the country participating in the contract and
will accordingly be evaluated in accordance with the principles of price de-
termination effective in that country., As a consequence in most cases the
two price levels (the foreign trade and domestic levels) do uot actually in-
teract in the process of joint planning activity, and therefore discrepan=
cles between them can reach very formidable proportions. In such a situa-
tion, if the relation between domestic and foreign trade prices does 1ot
provide the necessary material iucentive for one or other of the parties,
regardless of the understanding that has been reached, that party will con-
stancly be striving to alter the economic conditions of this specific vari-
ant of cooperation. In our opinion the probability of such a situation oc-
_ cu~ring can for all practical purposes be excluded almost entirely 1if the
domestic value indicators of all the interested parties are inrluded in the
¢ "rulations of the economic justifications of the agreement's efficiency in
good time, in the very stage of preparing the agreement on specialization;
it is right at that point that the clear outlines of levels of foreign trade
prices for all types of specialized products could be determined. This is
very important, since the planned level of foreign trade prices agreed on in
tne planning stage will on the one hand make it possible to objectively de-
tcrmine the most promising participants in the agreement, while on the other
"t affords the possibility for exporters and importers to compare foreign
vrade prices with domestic conditions of production in order to assess the
naterial incentive ever before the contract takes effect and also when there
fs a need to support thoir positions with economic arguments. 1t seems to
us that as a result of this thorough and meaningful discussion of the entire
set of problems related to the efficiency of each specific contract concern-
ing specialization among the CEMA countries the necessary conditions could
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be created for elther agreeing on a price which will become a real economic
incentive or ultimately becoming convinced that the proposed variant of co=
operation is not feasible. But the main thing in this procedure of price
detarmination is that the stage of production rather than the sphere of dis-
tribution actually becomes the center of the planned setting of prices for
the speclalized product at which exchange will later take place through
planned deliveries on the international market of the CEMA countries.

1t seems to us that cooperation of the CEMA countries in the form of indus-
trial cooperation is in even greater need than specialization for greater
continuity of cost-accounting relations between production and distribution,
since this direction is especially promising with respect to elaboration of
the division of labor within sectors and industries within the limits of the
commonwealth of the CEMA countries.

As an independent form of cooperation industrial cooperation is distin-
guished by characteristic peculiarities which in turn make price determiia-

- tion specific to a considerable degree. The principal peculiarity of the
process of pricing products produced through industrial cooperation is in
our view determined by the fact that it is one of the forms of cooperation
that 1s most thoroughly productive, a form in which it is especially impor-
tant that prices give an incentive for development of mutually advantageous
cooperative arrangements among the CEMA countries in the very process of
production.

Various kinds of specific requirements and stipulations related to the pecu-
liarities of this form of cooperation arise when prices are being set on
products produced through cooperative arrangements, as practice has shown.

First of all, it is not possible to obtain representative information on a
regular basis about the relevant prices on the world capitalist market,
which now serve as the initial base for determination of contract prices for
products produced through cooperative arrangements. The point is that in
world trade there exists no market for parts, assemblies and other compo-
nents manufactured and exchanged on the basis of international industrial
cooperation. These products either circulate within the firm or in a closed
exchange between firms: as a rule these products are priced at a consider-
ably lower level than for the same assemblies and parts sold as replacement
parts to consumers of the finished products. To be sure, one can find the
prices of mass-produced spare parts, but they have to be used with great
caution, since in world practice the prices of spare parts are not uncom-
monly twice what they are valued as components of the finished product, if
not more.

Second, by contrast with the character of cooperation in the field of indus-
trial specialization, when the countries exchange products which from the
technological standpoint have been completely finalized, i{n industrial coop-
eration the collaboration is concerned with the production and exchange of
parts, components, circuits, and so on, which serve as elements of specific
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finished products. The price of the cooperatively produced product must
therefore be determined not once, as is the case of the gpecialized product,
but many times: for the product in its final form and for its individual
parts, which necesyitates that the necessary proportionality be maintained
between the prices of the individual parts and the whole., This 1s a very
comtplicated task, and it 18 no accident that we know of quite a few cases

In practice when the sum total of prices of components offered by the vari-
ous coproducers proved to be higher than the price of the finished product
produced without cooperative arrangements, In the effort to agree on con-
tract prices, then, it is especially important to make a careful comparison
on a multilateral basis of each country's domestic value indicators so that
when a lower foreign trade price is set than prevailed before cooperation
there will be a guarantee of profit sufficient to ensure the material incen-
tive of all participants in the agreement., Moreover, on behalf of economi-
cally more sound selection of different cooperative arrangements it is also
necesgary to compare costs and prices for domestic deliveries and for ex-
ternal deliveries through cooperation and to compare costs and prices of
parts, units and assemblies when manufactured by the consumer-enterprise,

other domestic enterprises or by supplier-enterprises in another CEMA coun-
try.

Third, and this follows as a direct result of the two first peculiarities,
the specific nature of the pricing of cooperatively produced products makes
it especially legitimate to pose the question of compulsory (either as a
supplementary factor or as the initial factor) participation of the actual
costs of the cooperating countries and enterprises in the determination of
those prices. On the one hand this will make it possible to avoid many dif-
ficulties related to the lack of reliable world prices and to selection of
the necessary analogs for parts, units and assemblies being priced, while on
the other it affords the possibility of substantially speeding up and facil-
itating pricing calculations for the cooperatively produced products, which
are distinguished by a very extensive products list, which require constant
technical improvement and renewal of the assortment as labor productivity
evperiences a rapid growth, and so on. Making calculations of economic ef-
ficiency more objective will in turn be conducive to selection of the most
o timum directions in development of cooperative arrangements among the CEMA
countries.

Many economists, Yu, S. Shirayev and Yu. F. Kormnov in particular, share
this point of view concerning the advisability of giving a broader and more
<onsistent consideration to the domestic value criteria of the CEMA coun-
tries in devising the prices of cooperatively produced products. Yu. S.
shirayev states his position on this issue as follows: "The development of
cooperative arrangements leads to the formation of 'micromarkets,' serving
industrial collaboration of two or several partners. The prices of the
products formed on these 'micromarkets' obviously cannot have any other ob-
jective basis than the costs of production recognized by the partners in

. this collaboration.”!® Yu. F. Kormnov expresses himself with equal defi-
niteness on this topic: "To open the road to industrial cooperation it is
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obviously better to make the transition to special contract prices guaran=-
teelng mutual benefit to the cvoperating countries and enterprises, The ba-
81y of such prices in our view might be minimum production costs of the
partners in industrial cooperation, since the cooperative arrangements them-
selves are organized in order to ultimately reduce those costs,'"1® The real
advantages of determining contiact prices of cooperatively produced products
in the stage of production aud also so as to take into account the domestic
costs of the GEMA countries are all the more obvious because the possibility
is then created of obtaining the Fullest and most objective idea of the ef-
ficlency of each variant of the cooperative arrangement at the time when
plans are being drafted and to strengthen the cost-accounting relations be-
tween production and exchange and thus utilize to the maximum those advan-
tages offered by industrial cooperation.

The need to shape planned value and physical proportions first in the stage
of production and to realize them subsequently in the stage of exchange 1is
egpeclally typical of a form of cooperation like coordination of the na-
tional economic plans of the CEMA countries. This in turn presupposes the
existence of full continulty in the system of cost-accounting relations pre-
vailing between two such leading spheres in the process of reproduction as
production and distribution,

During coordination the countries above all analyze and mutually adjust po-
tential production capabilities of each partner from the standpoint of sat~
isfying not only his own needs, but also the mutual needs of one another.
Thus coordination covers the volume of mutual deliveries of products pro-
duced through specialization and industrial cooperation, the drafting of
long-term special-purpose cooperative programs and plans of foreign trade
traffic, the creation of joint enterprises and other lines of cooperation
within the framework of the Coordinated Plan of Multilateral Integrative
Measures. Since fulfillment of obligations which the countries assume as a
result of coordinating national economic plans makes it necessary to allo-
cate rather substantial material, financial, labor and other resources,
there is an urgent need to make a series of analytical calculations concern-
ing the economic justification of the efficiency of the measures arising out
of coordination. In a number of cases these calculations should be done on
a multilateral basis.

As in other forms of coorzration, the domestic and foreign trade prices must
also be used in this rase as the principal economic criteria governing the
calculations. The hungarian economist (K. Feldesh), who attributes great
importance to the role of pricecs in the process of coordinating national
economic plans, emphacizes: "The key issue in the functioning of contract
prices is simultaneous conclusion of agreements on volumes of deliveries and
prices in the process of cocrdination of plans and in the preparation of in-
tergovernmental agreements. This would not only enhance the impact which
prices have on the composition of trade, but would also make it possible to
link more closely the movement of goods and money."17
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It is hard not to agree with this clearly stated position, which has great
relevance to practice, since 1f preference is given primarily to the coordi-
nation of physical indicators of the plan, and there is not the requisite
agreement on their valuationy, this will inevitably have a restraining in-
fluence on the process of further strengthening of cost-accounting organiza-
tlon of the foreign economic cooperation of the CEMA countries, For in-
stance, the "joining" of the use value of commodities with their value base,
which in this case occurs only after plans have been coordinated, when the
various measures are actually being carried out, can only expose the dis=-
crepancy between the interests of the individual participants, but the dis~-
crepancy can no longer be averted or even corrected to any important degree.
Because the physical and value measurements of the movement of commodities
are disassociated from one another, it also becomes difficult to select the
most promising directions for the participation of the individual countries
in the international socialist division of labor, and the role of the factor
of material incentive in cooperation is weakened, since the countries cannot
always determine accurately in good time the advantages of the different
variants and agree among themselves on the most effective principles and
methods of distributing the anticipated economic benefit., Thus using the
price in the role of a "second-echelon" criterion in the process of coordi-
nating national cconomic plans gives it the essential and predominant func-
tion of adjusting in terms of value mutual deliveries of commodities among
the CEMA countyries which have been basically agreed on in advance only in
physical terms.

From our point of view this is an unjustifiably passive role for an economic
category like the price, whose economic capabilities are such that it can
manifest itself very vigorously as an instrument for international economic
accountability, specifically in the process of coordinating the national
economic plans of the CEMA countries. For instance, a direct comparison of
physical indicators with domestic and foreign trade valuations in the pro-
cess of coordinating national economic plans has the basic advantage of mak-
ing it possible on the scale of the commonwealth of CEMA countries to reach
m-tual agreement on volumes of export potential and import requirements ex-
pressed in different value terms and quantitatively, which is indispensable
te ensuring stable proportionality of the national economic development of
the country; to balance the movement of physical and value flows in mutual
trade among these countries; to avoid to a considerable degree unexpected
and undesirable discrepancies between the imagined advantages of cooperation
defined in planning and in coordination of plans on the basis of physical
indicators (or at best to some extent in national prices) and the real re-
sults of exchange, now measured by applying foreign trade valuations.

rven now, for example, we can see as very symptomatic in this regard that
recently much attention has been paid in the CEMA countries to the problem
of fuller reflection of foreign economic relations in the planned balance of
the national economy in general and to combining the finance-value balance
and the material-physical balance in particular. In our view the unques-
tionable urgency of this problem results primarily from the fact that in the
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format adopted in the USSR for the national economic balance foreign eco=
nomic relatlons are hardly represented even in material and physical terms,
not to mention financial and value terms. Nor arve they adequately reflected
in the planned intergector balance, which makes it considerably harder to
achieve balance in the distribution of the available resources (including
the movement of commodities in the sphere of foreign economic cooperation)
among various types of use, and also to link the material-physical aspect
and the financial-value aspect of planning.

Striving to f1ll the gap, the relevant subdivisions of USSR Gosplan have now
undertaken a search for possible ways of solving this problem. In particu-
lar, since achlevement of balance between value and physical proportions in
foreign trade necessitates possession of data on volumes of exports and im- -
ports by sectors and industries and for the most important commodity classi-
fications in three sets of terms (in physical units, in domestic prices and
in exchange rubles), the need has arisen to obtain some initial information
by means of special calculations. For example, coefficients for conversion
from exchange prices to domestic wholesale prices of the Soviet Union for
forcign trade traffic as a whole and for groups of countries are being cal-
culated on the basis of analytical materials of the Central Statistical Ad-
ministration, which are based on bookkeeping reports of the USSR Ministry of
Foreign Trade and the State Commitiee of the USSR Council of Ministers for
Foreign Economic Relations; commodities are being regrouped and distributed
according to the foreign trade classification, according to the commodity
classification of the intersector balance, etc.

We also know of work being done in this direction by certain Soviet econo-
mists. For instance, in the opinion of V. Belkin, doctor of economic sci-
ences, and V. lvanter, candidate of economic sciences, the foreign economic
balance in the planned balance of the national economy should be represented
on the one hand by the balance of foreign trade, which states in material
and physical detail the respective section of the balance of the social
product, and on the other by the balance of payments, which characterizes
the value aspect of the balance between financial resources and material
gocds in the summary financial plan. V. Belkin and V. Ivanter also empha-
size in this connection the neced to make balance-sheet calculations of a fi-
nancial-value nature in value indicators at two levels: "Inclusion of the
balance of payments in the balance of the national economy means that 1t
must be worked out not only in exchange prices, but also in domestic prices
at which imported products are sold within the country and at which export
products are obtained by foreign trade organizations. Thus the balance of
foreign trade traffic will be computed not only in foreign exchange, but
also in domestic prices. The latter is very important, since the balance of
foreign trade in domestic prices characterizes the growth or reduction of
the state's financial resources. As a result the balance of gayments is or-
ganically linked to the entire system of financial balances."!9

Soviet experience, and indeed the experience of other CEMA countries in pur-
suing work of this kind, is also interesting in our view because it could
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unquestionably be used to advantage in coordinating national economic plans
of the CEMA countries, The possibility of a parallel assessment of measures
belng coordinasted in domestic and foreign trade prices will in our opinion
have great importance to coordination of national economic plans, mainly
from the standpoint that it will make it possible to eliminate or reduce
many of the difficulties which are inevitable when criteria in different
gcales are applied in calculating economic efficiency=--in some cases at the
national level and on the basis of domestic prices, and in others so as to
take into account only foreign trade value indicators, and so on. Moreover,
this should essentially invigorate the planned competition of national costs
of the individual countries, stimulating a general rise in the efficiency of
cooperation,

And finally, in connection with discussion of the questions of broader par-
ticipation of value criteria in the process of coordinating the national
economic plans of the CEMA countries, we obviously must not overlook a fac-
tor so very crucial from the methodological standpoint as the need for the
countries to agree on the level of foreign trade prices which are to be made
the basis of planning calculations, since this largely determines the char-
acter of the assessment of the efficiency of performing the economic tasks
agreed on in the process of coordinating national economic plans. However,
according to the procedure now established, prices are determined only when
trade contracts concluded on the basis of long-term trade agreements are
signed. Additional economic work is naturally required to forecast foreign
trade prices, but it will pay 100-fold return when the plans are being car-
ried out, since it will afford the possibility of substantially increasing
the effectiveness of the economic results of coordination.

These aspects of more active use of prices in the process of coordinating
national economic plans, one can expect, will open up broad opportunities
aven in this initial stage of the planning activity of the CEMA countries
for laying those foundations of mutually advantageous cooperation which can
then be successfully implemented in its various forms. The performance of
mary of the major tasks set forth in the Comprehensive Program and also out-
1ined over the longer range depends to a considerable degree on the economic
soundness and rationality with which the physical and value aspects of plan-
ning are interconnected in the stage of coordination of plans and on the de-
gree to which the cost-accounting capabilities of the price as a planned
value category are "mobilized."

Fi r example, the drafting of DTsPS [long-range special-purpose cooperative
Frograms] of the CEMA countries has confronted pricing with the task of ac-
+ .vely including in this process, along with the other value instruments, a
system of prices whose purpose it is to promote organic linkage between the
physical and value estimates over the entire cycle of cooperation, beginning
with the stage of planning and ending with full realization of the product.

It seems to us advisable to take into account the specific features of coop-

eration in the framework of the DTsPS, which are multisector in their con-
figuration, long-range in their time frame, planned in their character and
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collective (sovmestnoye) in terms of the sources of resources to carry them
out, Lin buillding up the system of prices which will serve them, the follow-
ing basic conditions of price determination being taken as points of depar-
ture,

Flrst, in view of the long-range nature of this form of cooperation, for
which domestlc conditlons of production and distribution are constantly op-
erative factors, in our view Lt is particularly legitimate to use the mul-

- tifactor approach in the process of price determination and unfailingly to
use more than one base criterion: world prices as the base, wholsesale
prices (of exporters and importers), and the previous level of contract
prices, Mutual comparison of the criteria at the national, regional and
world levels, one can expeet, will make it possible to set prices on an ob-
Jective cost-accounting basis which will ensure the greatest benefit from
cooperation,

Second, the international character of the cooperation of several countries
within the Framework of a DTsPs makes it a necessity by definition that con-
tract prices be agreed on through a multilateral rather than a bilateral
procedure. The multilateral approach in price determination, which ensures
simultaneous and joint participation of all interested countries in deter-
mining the level of contract prices, is altogether in line with the princi-
ple of carrying out these programs through overall efforts and by joining
resources which the countries possess, which was officially set down by the
30th CEMA Session. If valuations are multilateral and comprehensive in all
stages of the economic cycle (in planning, in determining the value of the
shares of participation of the individual countries in capital investments,
in agreeing on terms of payment for deliveries of raw materials and sup-
plies, expenditures of live labor and other elements of production costs,
and in setting the price of the finished product) make it possible to invig-
orate substantially the role of the price factor in carrying out these pro-
grams, It is also very important that adoption of a multilateral procedure
for agreeing on contract prices by no means contradicts the present practice
of price determination, of which it is a logical extension and development.

Third, since the DTsPS is one of the specific forms of joint planning activ-
ity of the CEMA countries covering a lengthy period of time, it is obvious
thal. the value criteria adopted must also be appropriate to the tasks not
only of current planning, but also of long-range planning. And this means,
as shown by experience in economic work of this kind, that stable value cri-
teria and also forecast value estimates must be used in this case.

The present adoption of a sliding base of prices, which allows for the pos-

sibility of practically annual adjustment for a broad range of commodities,

explains to a certain degree tae accent being put on the need to apply sta-

ble yardsticks of value in long-range calculations. Without denying the ad-
visability of this tactical solution in & particular economic situation, we

at the same time consider it fundamentally necessary to emphasize once again
the importance of using stable value indicators in long-range planning.
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Moreover, so that disagreements do not arise in what we mean by stability,
we should spell out that in our conception prices are stable when all the

participants in cooperation agree in advance on the specific intervals for
revision (differentiated by commodities) and forecast the approximate pro-
portions of the changes in the upcoming planning period.

Ag for the application of forecast data, it is advisable to that end that
not only the contract prices, but also world and wholesale prices be fore-
cast. There is no question that this involves large additional efforts,
but it will in return afford a possibility of considerably increasing the
reliability and quality of long-range planning thanks to the forecast esti-
mates which can be referred to.

Fourth, on the assumption that cooperation within the framework of a DTsPS

1s supposed to promote the most economical performance of the tasks set by
the programs, the character of price determination should obviously be aimed
at establishing relations among all partners in cooperation which are truly
appropriate to economic accountability. Given those conditions, it seems to
us, the principles of economlc accountability require that prices perform
two basic functions: 1) ensure objective measurement of costs at all levels;
2) help every country to derive benefit from participation in cooperation.

Implementation of these principles opens up broad opportunities for the set-
ting of mutually advantageous prices that possess the attributes of integra-
tive value criteria, which are acutely necessary to effective performance of
the tasks contained in the DTsPS. Moreover, if with respect to certain con-
ditions of price determination propoced for DTsPS this procedure will differ
from the present practice of setting contract prices (more extensive use of
regional value estimates, multilateral agreement on contract prices, and use
of forecast indicators), in our view this not only will not become an obsta-
cle to its adoption, but will on the contrary serve as an example for fur-
ther improvement of the methods of price determination to fit the context of
other forms of cooperation as well.

Yuite a few problems also have to be solved in the field of planning the
production and economic activity of MKhO [international economic organiza-
tions], MEO [intergovernmental economic organizations] and other joint en-
terprises and organizations of the CEMA countries in connection with the
need to create an economically sound method of pricing the products they
produce.

As we know, the experience acquired in this field by the CEMA countries is

- till small, since there are not many examples of setting up joint enter-
prises. At present the initial principles and economic conditions of the
business activity of this type of organization are mainly regulated by the
Model Regulations on Financing and Settlement of International Organizations
of the CEMA Member Countries, which were drafted by the Standing CEMA Com-
mission for Monetary and Financial Affairs and approved by the CEMA Execu-
tive Committee in 1973.
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These regulations provide for creation of intergovernmental economic organi-
zations, International economic associations, and international economic or-
ganizations of two typeu: first, organizations operating on the principles
of economic accountability, and second, budget-financed economic organiza-
tions. But since the price can fully manifest itself as an active economic
category only when cooperation i1g organized on the basis of economle account-
ability, it is obvious that principal attention should in this case be con-
centrated on precisely this aspect of the problem.

In our view the value of the price factor to the financial results of profit-
loss MKhO and other joint enterprises and organizavions of the CEMA countries
is particularly felt in two stages: first, when the production of individual
articles is being costed; second, when the price of the finished product is
being determined for the varilous directlons of its sale.

For instance, when the cost sheet is filled out under the heading '"Costs of
Raw Materials, Supplies and Semifinished Products" the general principle is
that material and technical supply of the MKhO is by definition the respon-
sibility of the country where it is located and the other participating
countries. Moreover, the raw materials and supplies delivered by organiza-
tions of the country where the MKhO is located are paid for in the national
currency at prices applicable in that country to its state organizations.
Commodity deliveries from other countries participating in the MKhO are paid
for in transfer rubles and at prices set in conformity with the principles
of price determination in effect in mutual trade of the CEMA countries.
Should raw materials and supplies be purchased from third countries, the
calculations are made in the currency and at the prices generally prevailing
in relations with these trading partners. Consequently, in the official
calculation of costs of raw materials and supplies the Regulations recommend
using the method of computing expenses at prices that vary as a function of
the source of the commodities: at national domestic prices for products of
the countries where the MKhO is located; at contract prices for goods pur=-
chased from other participating countries; and in current world prices for
goods imported from the capitalist countries.

In our view this method of calculating the costs of raw materials and sup-
plies has both its good sides and bad sides. For example, on the one hand
there is no question that one must apparently agree that the principle of
estimating costs of raw materials in the prices of the actual purchase is
objective. But on the other hand if we look at the problem from the angle
that later it is quite possible that proportions will be unstable between
the various sources of raw materials and supplies, the latter being charac-
terized by an unequal price level, the production costs of the product of
the MKhO may experience constant fluctuations, and the apparently objective
method of applying actual prices appears on the contrary to be even an ob-
stacle to the planned management of economic activity on the principles of
economic accountability.
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The factor of prices does not have such a direct impact when the official
calculation is made of other elements of the production cost (wages and sup-
plements to wages, depreciation and administrative expenses), but all these
elements of the production cost figure in turn as components of the price of
the finished product to be produced by the MKhO and other joint enterprises
and therefore have a bearing on its determination.

As experience has shown, an especially large number of disagreements have
resulted from the official calculation of expenditures for wages and supple-
ments to wages. The opinions expressed are so heterogeneous that even with-
out going far into a detailed discussion we can easily spot the very sub-
stantial methodological discrepancies between them, in particular in the
procedures they propose for adding the value of community consumption funds
to expenditures for wages and for selection of coefficients for conversion
from one currency to another. The methods proposed for including adminis-
trative expenses in the production cost are also very imperfect.

The specialists of the CEMA countries have still not arrived at unanimity
concerning the procedure for agreeing on fob deliveries, i.e., for determin-
ing the conditions regulating responsibility for shipment and compensation
of the various related costs in the price of the finished product.

The discussion is still continuing concerning the principles and methods of
calculezing the profitability to be included in the prices of the products
of joint enterprises.?

At the same time a basic solution has been found to such an important meth-
odological question as the application of uniform prices to all the partic-
lpating countries for the products of the MKhO which they acquire within the
amounts envisaged by the plan. This makes it possible to guarantee a unity
of interest and mutual advantage for all partners in cooperation. Prices
for the same products may have a different level for other purchasers.

Ye: in spite of the uniformity of prices, as shown by the experience to
date, the individual countries are deriving unequal benefit from setting up
jo.nt enterprises, which in our opinion is altogether sound and justified
from an economic standpoint. This situation has been very aptly described,
for example, by the Bulgarian economist B. Atanasov: 'Joint production by
the socialist countries cannot be equally advantageous to all, but it should
be mutually advantageous in any case. The advantage will be greater for
sime countries and smaller for others; it will be expressed in attainment of
~cecisely defined goals and results for each of them, for example, in the
upply of the scarce product, in utilization of unemployed manpower, in re-
duction of the strain because of the shortage of funds for capital invest-
ments, in the receipt of rent income, in the economic development of some
region, etc. It is fundamentally important in this case not that no one
seek an equal economic benefit from joint production, but that unequal bene-
fits from this production are now allowed to occur because of the applica-
tion of unequal terms of sale of commodities whereby some of the participat-
ing countries gain and others lose."
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. This 1s also a good place to refer to the opinion of the Czech economist
V. Valek on this question; he has noted in one of his writings that "the
principal incentive for setting up international joint enterprises must in
future be above all their economic efficiency within the framework of the
relevant process of reproduction, that economic efficiency to be based on a
precise economlc calculation and must convincingly demonstrate the advan-
tages of this form of mutual cooperation. Only on that basis can one under-
take to solve the problems directly involved in setting up such enterprises."??

In conclusion it obviously remains only to add that successes in raising the
efficiency and mutual advantageous nature of cooperation in the form of the
joint enterprises of the CEMA countries are inseparably bound up with suc-
cess in further adoption of cost-accounting relations in this field and, in
particular, broader use for this purpose of such an effective economic lever
as the price.

It thus follows from what we have said that the needs for development of new
forms of cooperation organically related to joint planning activity in the
field of production are beginning to noticeably outgrow the methodological
framework of the present price system, which was primarily designed to serve
foreign trade proper. As a consequence, obviously, it is becoming necessary
even now to appropriately transform the methods of price determination so as
to take into account a number of specific requirements imposed on the char-
acter of price determination by the tasks of the integrative stage of coop-
eration. Among the most important of these requirements we believe we
should mention first those such as the need for more active use of prices as
a planning instrument in the very stage of coordination and compilation of
plans; agreement on methods of distributing the economic benefit which will
motivate all participating countries to develop integrative lines of cooper-
ation; and assurance of conditions for taking domestic production costs of
the CEMA countries more fully into account in the process of price determi-
nation.

It is significant that even under the conditions of the prevailing practice
of price determination there have been certain favorable prerequisites and

- other objective reasons for setting up a system of prices which partially
satisfy these requirements:

i. the constant growth of the volume of production in the context of the
new forms of cooperation, which has steadily enhanced its role in develop-
ment of foreign economic relations among the CEMA countries;

ii. the practical impossibility of using world prices in a number of cases
as the base for contract prices in the first place because reliable informa-
tion was lacking and second because the structure of price relations in the

system of prices of world trade, which experienced intense deformation in
recent years, has still not become stable;
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1{11. the unsatisfactoriness of a certain passivity on the part of the pres-
ent system of foreign trade prices with respect to development of the pro-
cesges of industrial specialization and cooperation, which inevitably
strengthens the aspiration of the countries to set up a more active price
regime;

iv. the tendency noted in recent years for contract prices to come closer
to wholesale prices for many types of machines and equipment produced on the
basis of specialization and industrial cooperation, as one of the manifesta-
tions of the real need for bringing domestic value criteria into the process
of price determination in the context of the new forms of cooperation.

Development of the methodological foundations of price determination for the
new planning and production forms of cooperation is in our opinion a most
important feature of the present stage of improvement of the mechanism of
price determination, whose responsibility it is to serve the development of
the foreign economic relations of the CEMA countries in the period of so-
cialist economic integration.
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Chapter 5. The Problem of the Relation Between Domestic and Foreign Trade
Prices

Experience in the planned price determination of the CEMA countries provides
evidence that there is great practical and theoretical importance to the
problem of improving the means and methods of strengthening the economic re-
lationship between domestic and foreign trade prices because of the task of
further inereasing the efficiency of foreign economic activity. Moreover,
since the character of the relations that prevail between these types of
prices in turn depends to a considerable degree on the mechanism adopted
withir the country for managing foreign economic activity, certain countries
use this lever for economic accountability in order to improve interaction
between the national economy and the sphere of distribution on the external
market, at that level and taking into account those conditions which funda-
mentally correspond to that mechanism., 1t is also important that thanks to
the establishment of a relationship batween domestic prices and foreign
trade prices that is economically sound from the standpoint of the individ-
ual CEMA countries favorable conditions are also coming about for performing
the tasks of integrative cooperation.

The Comprehensive Program for Socialist Economic Integration, cbviously tak-
ing the position that the shaping of the optimum relationship between domes-
ti- and foreigu trade prices is mainly an internal affair of the states,
stated matters this way, as is well known: "In establishing economically
sound rates of exchange or coefficients for conversions of national curren=-
cles, the countries will settle matters of the relationship between domestic
wholesale prices and foreign trade prices according to their capabilities
and conditions."! 1t is important to emphasize in this connection that tak-
ing into account the paramount role of the internal jurisdiction of the
g+ate in the approach to solving this problem, the Comprehensive Program at
the same time noted its close interdependence with the solving an expressly
* yternational problem like improving the monetary=-financfal mechanism for
cooperation of the CEMA countries. In addition, the character of the rela-
tionship between domestic and foreign trade prices has a large impact on de-
velopment of commodity-exchange transactions between the CEMA countries and
on development of various forms of production-technical cooperation.
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The inevitability that there be economic relations between values and prices
of commodities prevaillng within the national economy, on the one hand, and
the valuation of those same commodities when they are included in interna-
tional exchange was {ndeed demonstrated by K. Marx. ‘the original value for-
matlon is the individual value of the productiun of the commodities, and 1t
1y defined by the individual costs of individual producers in manufacturing
them. But after these commodities enter the national market to be sold the
tndividual valuations altogether drop away, and the prices are set in accor-
dance with that country's socially necessary expenditures of labor. 1f
these same commodities then enter the international or regional market, they
will agaln be compelled to change what is now their "natlonal uniforms' and
will be evaluated on the basis of worldwide (or regional) conditions of pro=-
duntion and distribution. This in Marx' scheme is the process of step=by=-
step development of value from individual value=~through national value--to
international (or reglonal) value; in all stages of this process there will
always be an objective possibility, when necessary, to make a mutual compar=-
tson of the prices of any value level, which in our view convincingly con~
firms the existence of organic continuity between the different stages of
price determination. This process, which was discovered by K, Marx in ana=-
lyzing the capltullst economic system, characterized even by that time by a
rather high degree of internationalization, is also fully inherent in the
foreign economic relations in the domain of production and exchange that ex-
ist betwesn soclalist countries under present conditions, since these rela-
tionships are also distinguished by a high level of intensity and concentra-
tion.

Thus from the theoretical standpoint the problem of the interdependence be=-
tween domestic and foreign trade prices is essentially the problem of the
relation of the national value to the international value. The proper con-
ception of that relation is in our opinion that domestic prices, whose level
is determined primarily by the national value, should only within certain
expedient 1imits take into account the movement of the iuternational value,
remaining fundamentally independent of changes in foreign trade prices.

More accurately, domescic prices may correspond to foreign trade prices only
{nusofar as national conditions of production and distribution approximate
the conditions of production and distribution regulating the movement of
foreign trade prices., Otherwise the proportions of world prices may be au-
tomatically carried over to the dowestic economy, which does not always
yield constructive results by any means, since the character of relations
that take shape between the natlonal and international values has a direct
fanfluence on the efficfency of foreign trade activity.

For example, an incentive to export a cotumodity rather than to sell it on
the domestic market will be all the greater the lower fs the national value
of that commodity as compared to the international value, and conversely,
the motivation to import will increase depending on the degree by which the
national value exceeds the international value. Accordingly, the motivation
to export sharply drops i{f the national value exceeds the international
valne, and the motivation to import drops when the national value is lower
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than the international value. When the levels of national and international
value are close to one another, the natural result is for the affcctivencss
of exports and imports to be approximately equal to the income from sales
within the country. Consequently, in comparing the soclally necessary ex=
pendituzen of labor in production of commodities in the international and
nationai context, the countries can objeectively evaluate the consequences of
their participation in foreign economic relations and determine their incen=
tive to davelop them in the future.

The problem of establishing the optimum relationship between domestic and
forelgn trade prices is a very relevant one for the European gsocialist coun=-
tries.

First of all, this problem, which arises at the point of contact between the
national economy and the world economy, is having a great impact on develop-
ment of economic relations between the domestic and external markets. In
particular, the experlence of certain gocialist countries demonstrates that
the character of the relations that prevail between the prices that sgerve
the domestic and external spheres of the economy largely determines the con-
ditions that make it possible to shape effective relations in a sound and
objective way between the national economy of the individual socialist coun-
tries and the sphere of distribution of commodities on the external market
and to stimulate progressive directions of international socialist division
of labor.

Second, broad opportunities for the further spread of the principles of eco-
nomic accountability to the domain of foreign economic cooperation depend on
solving this problem. For example, with respect to exports, this pertains
in our view primarily to the possibilities of improving the methods of cost-
accounting stimulation of industry to raise quality, to improve the assort~
ment and product mix, to reduce production costs and to increase the compet-
itiveness of exports, while on the import side it has to do with enhancing

. @ responsibility and stewardly attitude toward purchases on the foreign
mar'.ct and increasing the motivation to speed up technical progress and to
satisfy the needs of the people more fully.

In our view this is the principal explanation why there is so much interest
in the theoretical conception of this prublem, which has been especially
typical of a number of countries in the period of drafting programs for im-

{ provement of guidance and management of the economy in the latter half of
tt: sixties. 1In those years this problem was discussed very widely in the
cconomics literature of the CEMA countries, which seems to us to fully jus-
t £y a slight digression concerning the history of the issue.

For instance, an interesting discussion of the character of relations be-
tween domestic and foreign trade prices developed, for example, in the eco-
‘ nomics literature of Bulgaria. The statements by B. Ilev, A, Zakhariev,

V. Ivanova, (A. Yordanov), A. Lyutov, S. Kndinov, S. Stoilov, (S. Khodzhi-
yev), etc., attracted particular attention.
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But first of all, obviously, it is best to refer to the official poaition
concernlng this.lusue, which was set down in the decisions of the July
(1968) Plenum of the BCP Central Committea, which contained the passage that
"the new system of economic management pursues the goal of fuller reflection
of nocially necessary expenditures of labor for production in factory=-plant
prices. An important direction for the formation and change of price levels
and relations 1y also their approximation to the level and relations of for-
eigh trade prices and to the prices of international markets with which the
country's foreign trade is realistically and traditionally related."?

The direction for improvement of price determination initiated by the plenum
wag later studied and worked on in all its aspects by Bulgarian economic
sclentists. For example, the problem of the relationship between domestic
and foreign trade prices has been very thoroughly covered in an article of
B, Ilev.? His initial theoretical position is that a direct economic depen-
dence must exist between domstic and foreign trade prices. Then, in his
opinion, through its policy governing establishment of prices on exports and
imports the state could regulate the degree of impact of foreign trade
prices on domestic prices, reducing or expandirg that impact, maintaining it
within those limits most advantageous to the specific economic situation.

In B, Tlev's view it is possible to reduce the constructive effect of the
world market and of its economic criteria all the way to zero by establish-
ing prices on imports and exports according to the principle of equalization
to the system of domestic value relations.

B. llev examines in particular detail the question of the impact which for-
eign trade prices have on the prices of imports, believ/ng as he does that
it is unsound to determine prices of imported commodities on the basis of
the prices of analogous goods produced within the country, since adoption of
this method means that the prices are set without taking into account inter-
national socially necessary expenditures of labor, but are based solely on
national socially necessary expenditures of labor of the given country.
Since labor productivity within the country does not ordinarily coincide
with that on an international scale, the prices of these goods inevitably
differ from their international value, and prices gradually lose their pro-
gressive significance. Moreover, because there is as a rule a difference,
one that varies from product to product, between the actual prices of pur-
chases on the external market and domestic prices on analogous goods, it be-
comes necessary to apply a system of markups which are a budget revenue. 1In
Bulgaria the proportion of such markups was at one time highly differeati-
ated--from zero to 300 percent of the domestic wholesale prices of the goods.
As a result of this differentiation of the tax the foreign trade prices in
many cases lost all relation to the domestic prices. Under those conditions
production enterprises and associations, which found themselves isolated
from the impact of the external market as a result of this method of setting
prices on imports, were to a considerable extent deprived of the possibility
of taking into account the progressive level and relations in world prices,
which ultimately led to slower rates of the country's technical development.
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B, Ilev also critically assessed the practice of that time of paying t.r the
export products of domestic enterprises at the prices established on the
goody for domestie ecirculation, sinee in this case, in his opinion, suffi-
clent objectivity in ealeulation of the efficieney of exchange was not pro-
vided for,

We have expounded B, llav's position in such detail because it sets forth
most consistently and completely a conception that confirms the advisability
of establishing a direet economic interrelation between domestic and for-
eign trade prices. 1In the writings of other Bulgarian economists essen-
tially the same basic principles are advocated, though with certain modifi-
cations. For instance, V., Ivanova has written in one of her articles in
which she argues the objective necessity of achieving an economic interre-
lationship between domestic and foreign trade prices: '"National production
costs are and can be a reference point which on the basis of a comparison
with foreign trade prices show what it is best for the countries to produce
and what should not be produced and exported, and in what volumes particular
products should be produced and exported. This makes it possible to deter-
mine the d&reccions of participation in the international socialist division
of labor."

Finally, by way of a kind of overall resume of the positions of Bulgarian
economists on this question, we can cite the following words of (A. Lyutov):
"Consequently, as the money expression of international value, international
prices have the importance of a social value with respect to the national
(individual) value and have a shaping effect on domestic prices. It 1s also
obvious that the international market and idternational prices, especially
under present-day conditions of intensified internationalization of the pro-
ductive forces, are having an ever greater impact on the values and prices
of national products both on the export side and also on the import side."S

In Hungary the mechanism that has been operating for nearly 10 years now to
relate domestic prices to foreign trade prices has been vigorously discussed
bo*h before {ts adoption and also in the period it has been in operation.
Many government figures and economists have taken part in the discussions:
(B. Chikosh-Nad', Ya. Sita, B. Shuek, 1. PFrishsh, Sh, Tsaytler, T. Kishsh,
Sh. Aush, F. Barta), etc. Principal attention was paid during the discus-
sions to examinatfon of the shortcomings of the previous system of mutual

4 relations between production enterprises and foreign trade organizations,
when production enterprises did not feel the value estimates of the foreign
mirket In terms of their own financial results.
’:+ noted by (Sh. Aush), when the domestic market is isolated from the exter-
nal market, which was the case up until 1968, the process of the formation
of value was greatly restricted, which left fts imprint both on domestic and
also foreign trade prices, which were set separately from one another. The
entities which concluded agreements on prices primarily took into account
the sum total of the prices of all commodity trade for purposes of achieving
internal balance, and they neglected to compare domestic costs (domestic
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prices) to sales opportunities ouvside the country (foreign trade prices).
Nor was there any straightforward definition of the economic limits of do-
mestic and foreign trade prices within which their levels mighi deviate
without threatening redueced production efficiency and profitability of
sales,

In Hungary, meanwhile, things were by no means going well at that time in
this respect. For instance, the data of special caleculations reveal that in
the mid=sixties 61 percent of exports to the capitalist countries and 45
percent to the soclalist countries originated in sectors whose productivity
was below the national average. In precisely the same way only 30 percent
of the imports from the capitalist countries and 29 percent of the imports
from the socialist countries were products in whose production the advan-
tages of the division of labur were actually utilized, since theg could have
been produced in the country only at a lower labor productivity.

Nor did price relations properly take into account changes in supply and de-
mand for particular commodities. For example, contract prices for raw mate-
rials and agricultural products which were scarce on the world socialist
market exceeded the level of world prices to a disproportionately smaller
degree than the prices of machines and equipment, whose supply in trade
among the socialist countries was greater than the effect of demand.

"The domestic price system has reimbursed those high costs which did not win
recognition on the external market," (Sh. Tsaytler) emphasized. In his
opinion, this is one of the principal shortcomings related to the isolation
of domestic prices from foreign trade prices.? Describing the advantages of
establishing an interrelation between domestic and foreign trade prices,

(I. Frishsh), member of the academy, has written: "In this way interna-
tional prices manifest their influence on the domestic market, and as a con-
sequence one can expect favorable results in our overall and mainly our
technical development."? The general opinion of the overwhelming majority
of Hungarian economists on this question has been expressed very precisely
by (Ya. Sita): "It is in our interest to increase the influence of the im-
pulses of the external market on domestic production and consumption and on
the composition of exports and imports, because this is conducive to more
advantageous inclusfon of Hungarian economic life in the circulatory system
of the world market, to higher economic efficiency and to technical develop-
ment. It is an urgent task to speed up that process." 0

As a result of the lengthy discussions Hungarian economists came to the con-

A clusfon that the solution to all these problems laid largely in a system of
foreign trade and domestic prices directly related to one another through
the rate of exchange. Moreover, they noted the need for enterpriges to be
granted the right to determine the volume and directions of their exports
and imports independently, though within the limits of government regula-
tion, provided that pr:ference be given to those contracts which guarantee
the long-range character of transactions and the stability of prices.
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Thin was the pramise for restructuring the mechanism of relatfons between
industry and foreign trade in Hungary in the late sixties. In the new con-
text the efficiency of export-import transactions began to ba manifested
from the producer's stundpoint mainly through the system of economically
{nterrelated domestic and foreign trade prices, which served as an interme-
diary., This changed the attitude toward foreign trade prices on the part of
producers of products for export: they began to be motivated on their own
to attain higher prices for thelr exports and to obtain imports at lower
prices., Consideration was given in this connection to all the complexity of
achieving a synchronous relationship between domestic and foreign trade
prices. The decision was therefore made to temporarily adopt a system of
foreign exchange coefficients and noncommercial calculations, as well as
government export subiidies. These measures were adopted in order to avert
excessive strain in the economy which would have been inevitable if the
transition to using the same scale for evaluating domestic and foreign trade
transactions was accomplished all at once.

Consequently, it was a question of creating the conditions necessary to
forming the prices of the domestic market at least equally under the influ-
ence of the conjuncture of the national and world markets, since then, in
the opinion of Hungarian economists, producers of export products, under the
simultancous two-sided impact of the prices of goods circulating both on the
domestic and the internal markets, would be compelled to bring the levels of
their production costs into line with sales possibilities so as to ensure
that structure of production and trade which could counteract that influ-
ence. In that situation consumers of imported goods would in turn develop a
strong interest in minimizing expenditures for imports.

The problem of the economic relationship between domestic and foreign trade
prices has also attracted the attention of many economists and government
figures in Poland. 7The articles of (Ye. Baryshevich, A. Bodnar, P. Bozhik,
S. Yendrikhovskiy, Yu. Payestka, S. Polyachek, Yu. Soldachuk, S. Stopin'-
skiy), W. Sztyber and others amply reflect the basic position Polish econo~
mists have taken on this issue,

T.e essence of their position can be briefly set forth as follows: the sys-
tem of domestic prices should be so structured that the sphere of production
is not detached from the sales sector either on the domestic or external
markets., This requirement is becoming increasingly imperative because the
relations between the economies of the CEMA countries with the external mar-
<et are constantly becoming more elaborate, since foreign trade is one of
che basic forms of economic cooperation among them. Prices can and should
play an important role in this process, facilitate selection of the most ra-
vional directions for development of foreign economic relations of the CEMA
countries, and promote improvement of the pattern of their exports and im-
ports. At the same time they will be able to perform their equally impor-
tant function of stimulating a rise in the technical level of production.
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In the opinion of the Polish economists, if the practice of price determina-
tion 1s to perform all these tasks, it must develop in a situation where an
organic relationship exists between domestic and forelgn trade prices. For
instance, (P. Bozhik) notes: "Instead of three categories of prices inde-
pendent of one another, namely domestic prices in the exporting country,
exchange prices and domestic prices in the importing country, there must be
a direct linkage of these three categories of prices."!l 'Then factory-plant
prices will no longer be the sole criterion of production efficiency for en-
terprises manufacturing products for export and also for consumers of im-
ported products. Producers and consumers will base their decisions on the
results of a comparison of foreign trade prices with domestic prices. This,
in the opinion of the Polish economists, will create far better opportuni~
ties for a timely and objective reaction on the part of production enter-
prises to changes in foreign trade prices than when the systems of price de~
termination were autonomous. For instance, consumers of imported goods will
have an opportunity to compare outlays for imports with the cost of an anal-
ogous domestically produced product and make a sound choice of the supply
arrangement that is economically more efficient., Exporters, informed about
the prices for their products, will be able to reorganize the pattern of ex-
ports and imports in good time and determine more accurately the sales pros-
pects and ultimate financial result of foreign economic activity.

i Much attention has accordingly been paid in Poland to developing different
variants of the determination of financial results from the standpoint of
taking into account the influence each enterprise feels in its economy from
both domestic and foreign trade prices and from the standpoint of a compari-
son of the profitability of export transactions with conditions for the
product's production on the domestic market. In what amounts to a summary
of the opinions of the Polish economists, W. Sztyber has noted in this con-
nection: "To ignore the prices of the international market in the system of
domestic prices diminishes the possibilities of efficient business conduct,
espec%glly in countries which have strong ties with the international mar-
ket."

Discussion of the issues related to finding and developing the most effec-
tive methods of determining a unified financial result has been one of the
leading topics in discussion of GDR economists as well. Though at the same
time, of course, the problem of establishing an economic relationship be-
tween domestic and foreign trade prices has also been examined in the writ-
ings of certain authors from the standpoint of a fundamental theoretical ap-
proach to its study. Almost all economists acknowledge the objective neces-
sity that there be direct economic interaction between domestic prices and
foreign trade prices. For example, in the opinion of (Kh. Mann), "the ef-
fect of world market prices on the price structure of the domestic market,
which iiaalready guaranteed for imported goods, must be extended to export
goods."

In the very interesting theoretical article of (G. Bruder) and (G. Nik), en-

titled "National and International Value and Price Relations,” another fun-
damentally important issue was raised concerning the economic limits there
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should be on the impact of international prices on the system of domestie
price determination, The authors have this to say: '"The price relations of
the world market cannot be made the universal basis of national price sys-
tems, and it is quite impossible to make them the scale of relative effi-
clency of individual industries within the national economy.... The prices
of the world market, which refleet trends in the movement of international
values, should be an auxiliary reference point in shaping exports and im-
ports ... we must not have a one-sided orientation toward achievement of ab=-
solute advantages in forelgn trade arising out of the fact that the national
value is lower than the international value. There is also a considerable
interest in realizing comparative advantages which are the result of the in-
ternational division of labor and international trade."!* And finally, the
conclusion: '"National values will continue to be the basis of price deter-
mination within the national context. The relations of values and prices on
an international scale can be approached only by coming closer in labor pro-
ductivity."15 So, while they acknowledge the legitimacy and progressiveness
of a mutual relation and mutual influence between national and international
values and prices, (G. Bruder) and (G. Nik) try at the same time to define
optimum economic limits of that interaction so as to avert the risk of sub=-
jecting the system of domestic price determination of the socialist coun=-
tries to an excessively vigorous influence from the prices of the world mar-
ket, We find the posing of this problem worthy of attention and study.

In Romania Comrade N. Ceausescu, general secretary of the Romanian Communist
Party, set forth in essence the basic position toward the problem of the re-
lationship between domestic and foreign trade prices in his concluding ad-
dress at the Plenum of the RCP Central Committee in December 1969, when he
touched upon the question of improving the system of foreign trade prices.
Comrade N. Ceausescu informed the plenum at that time that the Executive
Committee had discussed a number of measures aimed at ensuring a closer re=-
lationship between the financial-economic indicators of industrial enter-
prises and their export-import activity. Later the solution to this problem
was further elaborated and detailed in the Law on Foreign Trade and the Law
on Prices; this specifically concerned the procedure for setting prices of
export and import products, for adjusting the system of foreign exchange co-
ef€icients and certain other methods for managing foreign economic activity.

In the Soviet Union various aspects of the problem of the relationship be~
tween domestic prices and foreign trade prices have been widely discussed,
above all in the economics literature, For example, V. N, Zhukov and

Ya. Ya. Ol'sevich, noting how complicated it is to arrive at an unambiguous
solution to this problem, have written: "The present situation, in which
rroduction enterprises and foreign trade organizations are protected from
whe direct effect of the factor of national economic efficiency of exports
and imports, is on the one hand the natural result of the rupture in the re-
lationship between costs and foreign trade prices, but on the other a neces-
sary cconomic condition for realizing the planned physical proportions in
international exchange.... We must see both the advantages and shortcomings
of this functional system. The national economic approach must be achieved
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in evaluating the advisability of exporting or importing any particular com-
modity. At the same time the system of foreign trade prices detached from
the necessary costs frequently pushes countries into planning volumes and
proportions of exchange which are inappropriate and do not approach the op=-
timum in the system of division of labor among the CEMA member countries.
The functional system is not providing adequate economic incentives fur for-
eign trade organizations and production enterprises so that they would on
their own be active in seeking out ways of expanding the volume and raising
the economic efficiency of foreign trade."!6 Yu. F, Kormnov examines this
problem mainly from the standpoint of performing the tasks directed toward a
further enhancement of materifal incentives of all entities in foreign trade
and industry to fulfill international obligations and achieve high economic
cfficiency and scientific-technical cooperation, He writes, for instance:
"Today the industry of the USSR, our production enterprises, do not have the
conditions for direct comparability of their costs with foreign trade
prices. They determine the profitability of producing a product for export
by comparing tho production cost to the price plus the premium for meeting
export specifications, These premiums, which are established in percentages
of the wholesale price, are not directly related to the foreign trade price,
so that cost-accounting incentives to improve the parameters and quality of
the product are not created.... To create the conditions for the Soviet
Union's participation in international speclalization and industrial coop-
eration with the CEMA countries in the context of full economic accountabil-
ity (Italics mine--N. M,) further steps must be taken to strengthen the re-
lations between industry and foreign trade."!7 1In our view it would be most
fruitful to examine the problem of establishing optimum economic relations
between domestic and foreign prices first by starting with the pecullarities
of the systems for organizing foreign trade activity that are now in effect
in the various countries,

Thus, as can be seen from the chronology of the bibliographic references,
the culminating point of the discussion occurred in the latter half of the
sixties, By now the keenness of the theoretical disputes concerning the ad-
vantages and shortcomings of establishing a direct economic relationship be-
tween domestic and foreign trade prices has been considerably blunted,
mainly because a number of practical steps taking into account the results
of the discussions have been adopted in the countries where this was deemed
necessary. So under present conditions it is more relevant to examine this
problem from the standpoint of practical solutions of the vatrious countries.

The character of the relationship that has now taken shape between domestic
and foreign trade prices is revealed most vividly in the prevailing proce-
dure for setting the prices of exports and imports. The methods of calcula-
tions adopted in various countries concerning deliveries of products for ex-
ports and imported goods received by the national cconomy show how realisti-
cally relatious between national and international values are being taken
into account, the extent to which the terms of purchases and sale on the ex-
ternal market are allowed to affect the results of the economic activity of
industry, and the degree of mutual linkage of the cost-accounting systems of
industrial and foreign trade organizations.
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Since the methods of pricing exports and imports are now different in the
European socialist countries, in each of them there arve peculiarities in the
character of the relationship between domestic and foreign trade prices.

For example, in Hungary and Czechoslovakia all producers are paid for prod=-
ucts produced for export at the prices of thelr actual sale on the external
market, The proceeds of exporters in foreign exchange are converted to do=-
mestic monetary units by means of exchange coefficlents that reflect the av-
erage level of costs in the national currency to obtain the unit of the for-
eign currency.

Egsentially the same prineciple is applied in the GDR of paying producers of

products for export on the basis of actual foreign trade prices converted at
speclal exchange coefficients. This prineiple is realized through the mech-
anism of the unified financial result, which in 1971 was extended to all na-
tional industrial enterprises and combines under central jurisdiction.

In the system of the unified financial result all finished products (both
for export and domestic consumption) are evaluated in domestic wholesale
prices, which makes it possible to determine, first, proceeds from sale on
the domestic market, and second, the production costs of products for export
in domestic prices. At the same time, in the case of products sold entirely
or partially on the external market, a determination is made of the export
result, which is calculated as follows. First, a separate computation is
made of the income from exports by deducting from the value of the exported
products at actual foreign trade prices, which is expressed in GDR marks,
total cost of distribution in connection with the sale outside the GDR, and
the total commercial charges of foreign trade associations (their costs and
profit). From this export income one then subtracts the cost of export,
which is equal to the production cost of the exported product, which is es-
timated in wholesale prices of the enterprise or industry plus expenditures
to pay for claims, packaging and shipment of the goods within the GDR. The
net result between income and expenditures is the overall export result.

This the unified financial result consists of the proceeds from the sales of
products marketed at wholesale prices of industry on the domestic market,
th: export result, and government subsidies received.

This makes it possible to take into account the influence which the results

of foreign trade activity (both positive and negative) have on the financial
condition of industry and yet retain the valuation of export products in do-
mrstic prices, thereby ensuring that the production process is organized in

conformity with economic accountability.

In Bulgaria products which are exported are paid for at foreign trade prices
converted on the basis of exchange coefficients only at the level of state
economic organizations [GKhO]. Crediting to their account the value of ex-
port products sold at foreign trade prices, the GKhO make payments to their
subordinate enterprises at factory-plant prices or on the basis of the
standard production cost of the product. In addition, there are GKhO in
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Bulgaria which set up their relations with foreign trade organizations whose
services they use on the basis of shared participation in the income and
losses from foreign trade activity. Thus in both cases the results of the
relationship between domestic and foreign trade prices are directly felt by
the i{ndividual GKhO, but not by the production enterprises.

In Poland products for export are paid for at foreign trade prices, con-
verted by means of exchange coefficilents, in a way that gives Full advan-
tages to enterprises supplying finished products for export (the machine-
building industry and certain sectors of the chemical industry) and also to
enterprises carrying on independent foreign trade activity. These, more-
over, may be either the actual foreign trade prices, which are referred to
as transaction prices, or celling prices by agreement between the producer
of the commodity and the foreign trade organization.

Enterprises in the extractive industries and agriculture are paid for prod-
ucts they export at domestic wholesale prices, which, however, are deter-
mined on the basis of national production costs, though the world price
level is taken into account.,

Notable changes have taken place in the principles of setting prices on
products for export in Romania as a result of adoption of the Law on Prices
in December 1971. According to that law, producers of products for export
are paid at domestic wholesale prices, but provision is made for export pre-
miums for quality and various types of additional costs are reimbursed.

- Moreover, in connection with completion of measures to reorganize foreign
trade activity in the country, economic enterprises have recently acquired
the right, should their product be sold on the external market at prices ex-
ceeding the level of its domestic prices, to credit a portion of the addi-
tional proceeds to a bonus fund. This is also of some help in bringing do-
mestic prices closer to foreign trade prices.

In the USSR enterprises are paid for exported products at wholesale prices
minus the turnover tax. Special premiums added to these prices are estab-
lished for certain commodity groups and are financed from the budget. More-
over, enterprises are paid bonuses for manufacturing high-quality procucts,
and they also have the right to dispose of a portion of the proceeds in for-
eign exchange. But the foreign trade prices actually realized have no di-
rect bearing on the income of industrial enterprises. These prices have
significance only for foreign trade organizations, which, having purchased

a product from industry at domestic prices, settle accounts with the budget
on the basis of prices they have realized on the external market. Moreover,
the only reward foreign trade organizations obtain for their activity are
the export premiums reimbursing them for costs incurred and profit. In this
system both the positive and .egative difference between domestic and for-
eign trade prices is regulated by the budget.

It is evident from what we have said that when products for export are paid
for at foreign trade prices, exchange coefficients are indispensable as an

119

FOR OFFICIAL USE ONLY

APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000100090021-8



APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000100090021-8

FOR OFFICIAL USE ONLY

inevitable intermediary for comparison of value in foreign exchange to do-
mestic value indicators.

There ure also specific features in the practice of paying for imported
products in the various CEMA countries. For instance, in Hungary consumers
pay for imports at prices of purchases on the external market, which are
directly converted on the basis of the established exchange coefficients.
Moreover, since the price level of analogous products produced domestically
may be different, discrepancies occasionally occur in relations between them
making it more advantageous to obtain the goods from one source rather than
another. TFor that reason all the financial problems related to the unequal
level of prices are regulated by means of special reserve funds. Creation
of such funds at enterprises affords the possibility, when prices are rising
on the capitalist market, to use these funds responsibly to cover the dif-
ference that has occurred, and accordingly, when foreign trade prices are
dropping, to build up resources by crediting to the reserve the total amount
of funds saved in that way. As a rule these funds are not financed from the
budget and are not taxed. But if reserve funds prove to be inadequite in
certain cases, the state allocates special subsidies to the enterprises

In Czechoslovakia the prices of imports are set for consumers at the level
of prices of actual purchases on foreign markets (fob the Czechoslovak bor-
der) plus the trade markup, which goes to the foreign trade entity. More-
over, if enterprises simultaneously obtain raw materials from different
sources which are paid for at different prices, then these prices are ad-
justed to a single level.

The principle that applies to consumers of imports in Poland has since 1971
been that of payment at foreign trade prices, with restrictions of no great
importance.

In Bulgaria special list prices are established on imports; they are deter-
mined either to take into account all expenses in purchasing them on the
fcceign market or in certain cases (when an analogous product is produced in
sufficient volume within the country) on the basis of a relationship to do-
mestic prices.

The level of actual foreign trade prices is maintained in evaluating imports
from the GDR only with respect to products for which there are no analogs
being produced domestically. The prices of other products are put on a par
t ith the wholesale prices in effect for analogous products on the basis of
the effective quality and technical-and-economic parameters. If the coun-
.ry's needs are met only partially through imports and the prices of those
imports differ from the prices of the domestic product, then prices are
"mixed" so as to take into account the relative share of the domestic out-
put.

Since adoption of the new Law on Prices in Romania many types of machines,
equipment, units and replacement parts for them, complete sets of equipment,
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and in certain cases raw materials and supplies, luxuries and goods for
which there 18 a limited demand have begun to be paid for at the level of
forelgn trade prices.

In the USSR prices of imported commodities are set in accordance with the
wholesale prices in effect (retall prices in the case of consumer goods) for
analegous products produced domestically.

Thus prices of imported products in the European socialist countries are set
¢ither at the level of domestic prices or by applying the prices of the ac-
tual purchase on the external market. In the latter case the prices are
converted to the national currency with the same coefficients which are used
in converting the foraign exchange realized from exports.

As we see, a process whereby an interrelationship is being established be-
tween domestic and foreign trade prices at the level of the industrial unit
is taking place to a greater or lesser degree in all the CEMA countries,
which are solving this problem in accordance with the conditions, capabili-
ties and tasks they have in the limits of the economic development programs
they have adopted within their own sovereign domain, The experience to date
also allows us to frame 4 conclusion to the effect that in various countries
the interaction of domestic prices with foreign trade prices is mainly
achieved through two methods: first, by setting prices of exports and im-
ports at the level of actual prices at which those products are sold on the
external market; second, by putting the prices of exports and imports on the
same level as wholesale prices of analogous domestic products in effect
within the country.

Each of these methods has its good and bad points.

For instance, the payment of actual foreign trade prices of exports to the
producers themselves, making it indispensable to make a direct comparison of
the economic results from sale on the domestic and foreign markets, is hav-
ing a constructive impact on economic development. In particular, this
gives an incentive for raising the technical level of production, for im~
proving quality, for enriching the assortment, and for improving the compo-
sition of exports. This kind of comparison also affords producers the pos-
sibility of discovering the most advantageous products to export and of de-
termining optimum directions for specialization within the process of the
international division of labor. However, as experience has showr, enhance-
ment of the impact of the foreign market on the national economy zlso has
its drawbacks. First of all, the control of the state over formation of the
composition of exports is voluntarily weakened, since economic entities
strive under these conditions to restructure the composition of exports pri-
marily on the basis of their immediate interests, which sometimes do not co-
incide with tasks on a national scale. There is ro question that the method
of paying for exports at foreign trade prices has another defect in that the
state must subsidize exports because certain products are not competitive on
the external market.
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Payment at forelgn trade prices 1s alse having a contradictory impact on th:
terts of Impore.  On the one hand consumers have an Incentlve to consume Im=
ported raw materialy more economically, to purchase equipment with a high
capaclty and in general te pay eloser attention to making imports more effi-
c¢fent. But on the other hand the need arises te regularly eq ..izme, which
{s ealled "mixing," the constantly changing prices at which imported prod=
uety are purchased so as to create equal conditions for all eonsumers in ob-
taining raw materials, equipment and other goods. Moreover, this prineiple
i3 usually violated by all eountries in setting the prices of imported con=
sumer goods, which as a rule are set in relation to domestic retail prices.

When producers are paid for exported products at domestie prices, we note
both good points and bad points in exactly the same way., For example, it is
an unquestionable virtue of this method that it affords the possibility of
concentrating in the hands of the state purposive guidance of the entire
process of developing the country's foreign trade relations and guarantees
gtate control over the efficlency of those relations from the standpoint of
the national economy, Conditions are, moreover, ereated for industrial en~
terprises engaging in foreign trade activity to operate without subsidies,
since the entire process of financial regulation takes place through the
state budget. At the game time, isolation from the impuluses of the external
market diminishes the possibility that enterprises will directly feel the
stimulative influence from world scientific-technical progress, world prod-
uct quality and the world assortment of products. Shutting off the produc~-
tion phase from the effect of the external market engenders a certain indif-
ference toward the economic results of foreign trade activity and detracts
from initiative and the desire to seek out ways of carrying on economic ac-
tivity more efficiently.

The principal advantage of the practice of setting prices on imported prod-
ucts In relation to domestic prices of analogous commodities is the "auto-
matic" uniformity of prices for consumers, guaranteeing them equal condi-
tions of operation., Moreover, since this equalization to domestic prices
u-.ually makes imports relatively cheaper than the value estimates of domes~
tic products, foreign equipment wich high output becomes more accessible to
consumers., But here we inevitably observe the weak points of the method of
paylng for imports at domestic wholesale prices in that real costs of ac-
quiring expensive imported goods are underestimated, a careless attitude is
adopted toward raw materials, and the principles of economic accountability
in the conduct of business are weakened somewhat.

secause the method of paying for exports and imports at domestic wholesale
srices safeguards the production unit from the direct impact of foreign
trade prices, we sometimes have occasion to encounter the opinion that there
is no interrelationship between domestic and foreign trade prices in the na-
tional economy of those countries at all. In our view it is not legitimate
to state the matter this way, since in this case the right to establish the
economic interrelationship of domestic prices with foreign trade prices is
recognized only for one level--the actual producers of exported goods and
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the consumers of Imported goods., While denying the other variants for a
possible comparison of domestie and foreign trade valuations, the advecates
of this point of view do not notiece that the solutien te this problem ean
be nhifted to a higher level==to the level of the state budget, where regu=
lation of this interrelationship also tukes place. Yet the system of cost-
accounting relations that take shape between industry and foreipn trade and
between foreign trade and the state budget uitimately depends precisely on
the level at whieh these problems are solved, For example, when producers
(say, production assoeiations) are paid for products exported at foreign
trade prices, thece assoclations independently withstand the conditions of
the foreign market, relying on their own resources, and only when neecessary
do they resort to ald from the gtate budget==usually in the form vf a sub=
sidy. In this variant the interrelationship between domestic prices and
foreign trade prices is felt by the industrial entity, which is operating
under the conditions of Ffull economic aceountability. But when exports and
imports are paid for at domestic wholesale prices, all caleulations of eco-
nomle efficiency with respect to foreign trade activity are -orrespondingly
made at the level of the state budget, where the comparison of domestic and
foreign trade prices also takes place on the basis of the prineiples of eco-
nomic accountability, And it is quite natural that in this variant the con-
ditions, forms and consequences of the influence of foreign trade prices on
the economy will be different than when exports and imports are pald for at
foreign trade prices. Thus we are not talking about the absence of a rela-
tionship between domestic prices and foreign trade prices, but about selec~
tion of that specific variant which the country deems advisable to use in
regulating the cconomic relationship between domestic and foreign trade
prices in order to increase the effectiveness of foreign economic activity.

As noted in the Comprchensive Program, ensuring an economic relatfonship be-
tween domestic and foreign trade prices depends largely on the rates of ex-
change or coefficients which are applied. Exchange coefficlents are pri-
marily expected to play the role in this process of that objective economic
standard used for representing domestic prices in the scale of international
value proportions or, conversely, by which foreign trade prices are ex-
pressed in the scale of national measurements. 1f, then, we assume that do-
mestic price relations of commodities reflect the relations of national so-
cially necessary expenditures to preduce them, then we can suppose that the
foreign exchange instruments make it possible to make the necessary compari-
aons of the national conditions of production with the international condi-
tions of production and impart economic soundness to conclusions concerning
the advissbility of a country's participation in the international division
of labor and international trade. Consequently, the correctness and effec-
tiveness of the solution of che very important economic problems of coopera-
tion of the CEMA countries depends largely on how precisely and objectively
this f?gction i3 performed by the rate of exchange or the exchange coeffi-
cient.

Moreover, the role of exchange coefficients is not limited to the measuring
function alone. In our view it also performs a very vigorous incentive
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function, ‘This in indicated abeve all by the faet that the countries are
applying at least two coefficlents, between whieh there is usually a rather
sizable difference (for example, it 18 now all of 12 percent in Hungary).
The differentiation of tine exchange coefficients thus makes it posaible to
stimulate certaln directions of trade and to restrain others, i.e., within
certain 1imits the exchange coeffiecients have an impact on the effielency of
export=import transactions, But then this means that the exchange coeffi-
elents are serving not only as a means of comparing domestie and foreign
trade value eriteria, but also simultaneously as an economic lever with def=-
inite price~determining functiona, whosde effeet it would be dangerous to
overlook., As the Hungarian economist (K. Feldesh) has written in this con-
- nection, "domestie price relations never automatically coincide with the
proportions of foreign trade prices because of the influence of the rate of
oxchange, Discrepancies between them depend on whether or not the rate of
exchatge i3 taken into account in the setting of domestic prices. In the
first case the rate of exchange 18 only a passive expression of the relation
between two price levels that do not depend on it (the prices of the world
market and of domestie prices). In the latter case it participates in shap-
ing the proportions of domestic prices and plays an active role. Thus in
gome cases the price level and in others the rate of exchange is an indepen-
- dent variable, and in the final analysis they have a mutual influence.
Their constant relation, which 18 regulated in a planned way, 1is one of tae
important quantitative criteria determining the motives which countries have
to engage in foreign trade activity."!?

It is obviously no accldent that the Comprehensive Program included estab-
1ishment of interrelationship between domestic prices and foreign trade
prices among the group of problems that point the way toward further im-
provement of the monetary and financial mechanism of the CEMA countries.
But every country, taking into account the interests of the commonwealth,
will solve this problem on the basis of its national peculiarities in the
character of the organization and management of foreign economic activity,
the conditions of mutual relations betwza. industry and foreign trade, and
the prevailing system of planning, material incentives and cost-accounting
raelations in the ecconomy.
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Chapter 6. Prospects for Further Improvement of Prices as a Very Important
Instrument in the Planned Mechanism of Cooperation of the CEMA
Countries

Further improvement of price determination in the context of socialist eco-
nomic integration, as shown by an examination of the various aspects of this
problem, presupposes that the principal task is a constant scientific search
for and practical development of the most effective methods of planned use
of prices in the system of foreign economic relations of the CEMA countries.
This task is equally relevant to the traditional form of cooperation in
which foreign trade was predominant, and also and especially to the new pro-
duction-and-technical forms of cooperation.

The particular urgency of taking the factor of prices into account in the
present stage as a value-oriented planning instrument capable in the very
stage of planning and coordination of national economic plans of actively
promoting objective determination of proportions in foreign trade and evalu-
ation of its efficiency, specialization and industrial cooperation, fulfill-
ment of long-range special-purpose cooperative programs, creation of joint
enterprises and the drafting of various specific integrative measures, is
confronting science and practice with important problems concerning utiliza-
tion of the great potential price determination has in creating incentives.

lhe prospects for essential invigoration of the factor of prices in its role
as an economic criterion in evaluating the efficiency of plans for develop-
ment of mutual foreign economic relations depend fundamentally, in our view,
on a further strengthening of the cost-accounting foundations of the mecha-
nism of economic cooperation in the stage of development of socialist eco-
nomic integration. Use of economic accountability as a principal planning
m:thod for guiding the economy at all levels and in the various spheres of
economic activity, specifically in the process of price determination in the
¢omain of foreign economic cooperation, has a specific effect corresponding
tv the nature of international socialist production relations, and promotes
the formation of a system of planned and mutually advantageous contract
prices.

For example, it is the planned nature of the method of economic accountabil-
ity that makes it indispensable to adjust the world prices adopted as the
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base 8o that by discovering thelr objective foundation by eliminating the
conjunctural and speculative overlays and by taking averages for the 5-year
period, this eriterion will be put at the service of planned price determi-
nation. It is for that reason, incidentally, that the CEMA countries have
been devoting so much attention to improving the present methods of adjust=

_ ment. As a matter of faect, there is no doubt that we should look upon the
recommendation on planned, step-by=-step convergence of contract prices with
world prices, adopted at the 70th Session of the CEMA Executive Committee
(January 1975) because the gap between them, which had widened greatly, had
seriously upset the norms of mutual relations based on economic accountabil=
ity, as a fulfillment of the requirements of economic accountability in the
gsense we have referred to. One of the very instructive examples typifying
the consequences of the beneficial effect of economic accountability on the
process of price determination might also be the changes noted in the struc-
ture of the relationship between contract prices, world prices and wholesale
prices in an analysis of the dynamic behavior of their index numbers; as a
result of those changes the central position has moved from world prices to
contract prices (see the graph on page ). In our view the new structure
of these interrelations not only confirms the existence of a tendency to
maintain a stable continuity of contract prices with world prices, but also
reveals development of a certain interdependence between contract prices and
domestic wholesale prices in the context of the production-technical forms
of cooperation, i.e., the character of the dynamics of the index numbers of
contract prices, world prices and wholesale prices is thereby showing in the
present stage that in essence an overall system of cost-accounting relation-
gships has already begun to take shape between all three basic value indica-
tors that are involved in the process of price determination in the sphere
of foreign economic cooperation.

At the same time a study of the directions of broader and more energetic use
of the cost-accounting capabilities of prices under the conditions of the
various forms of cooperation has shown that the forms of long-range produc-
tion and technical cooperation, which encompasses the entire economic cycle
from the stage of planning to production and sale of the final results, are
above all the most promising in this respect. The guiding influence of the
method of economic accountability will in this case be felt in the very

* first stages of joint activity in the context of these forms of cooperation,
and its impact will be virtually direct in the process of planning and coor-
dination of plans. So, in undertaking to draft plans the countries will
analyze the results of comparisons and computations of economic efficiency,
which, though based on world prices, will pertain to specific conditions of
cooperation, and therefore will take internal value criteria into account.
Accordingly the countries will naturally acquire greater opportunities to
select preferable exporters capable of producing goods under the most favor-
able conditions and at the lowest cost., Moreover, in conformity with the
requirements of the principle of economic accountability, the analysis will
involve not only current estimates, but also forecast data taking into ac-
count likely changes in the levels of contract, world and wholesale prices
during the planning period. It is also important that this will be the
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principal stage of the planned shaping of that relation between supply and
demand which will later be one of the price-forming factors that partici-
pates in determining prices when the jointly produced product is being dis-
tributed., All this taken together will afford the possibility, in our opin-
lon, of creating a price setting system that makes it possible on an objec-
tive cost-accounting basis and in the very processes of planning and coordi-
nation of long-term integrative measures to make those decisions which will
be able to guarantee the greatest bemefit for each country separately and
also for cooperation as a whole, i.e., to strengthen the interest of all
participants in an economically sound way and on a long-term basis.

The process of price determination is developing on different principles in
the capitalist economy, which was studied and scientifically elucidated by
K. Marx in direct relation to his doctrine of competition as a method that
regulates relations among capitalist producers in international exchange.

K. Marx, who demonstrated great methodological detail and soundness in re-
vealing the essence in economic nature of capitalist production relations
concerning distribution of profit in production and realization of profit in
exchange, shows how under conditions of competition, under the influence of
constant fluctuations in the relation between supply and demand, individual
values of individual producers are haphazardly and coercively first brought
to the level of the market value fixed in the levels of the market prices of
specific goods, and then, in the process of exchange of various products on
the national market and in international trade, again by the method of
fierce competition, the rate of profit is now leveled to the average profit
in proportion to the amount of capital invested, and the production price is
formed.

And finally, as a result of the transition to the imperialist stage of cap-
italism's development the category of the monopoly price makes its appear-
ance as a special modification of the production price that includes mo-
nopoly superprofit.

Thus the method of competition is the specific capitalist method of price
determination which serves to defend the class interest of the bourgeoisie
ard the exploitative mode of production.

The planned and cost-accounting character of price determination under so-
cialism, which guarantees that every country will have its objective and
equal share in accordance to its labor and material contribution in the
tenefit obtained in the process of mutual cooperation, represents a full-
rledged alternative to the process of price formation based on the unspar-
ng struggle of capital, in which the victor establishes monopoly prices on
uis products and obtains monopoly profit on the basis of might makes right.

Thus if we attempt to generalize the character of the influence of the
method of economic accountability on the process of price determination in

the mutual cooperation of the CEMA countries from the standpoint of the fun-
damental orientation of this process, we can clearly see that its basic
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gstrategle goal 18 the desire to increase to the maximum the effectiveness of
the price factor both in the system of foreign economic relations of the
countries of the soclalist commonwealth and also in the mechanism of their
national economies, This substantially broadens the range of problems which
the system of socialist price determination is expected to help solve in the
present stage of economic cooperation. Among the most important of these
problems we think we must mention problems of using prices to stimulate
higher labor productivity, to speed up scientific-technical progress, to
raise production efficiency, to raise the standard of living of the popula-
tion, to develop the most progressive directions and forms of long-range
aconomic cooperation, to optimalize the structure of the international so-
cialist division of labor, and to intensify the process of socialist eco-
nomic integration of the CEMA countries.

It also follows in all obviousness that prices will be able to effectively
carry out this enormous program only if the CEMA countries develop and im-
plement an agreed policy in the domain of domestic and foreign trade price
determination, which constitutes an inseparable organic element of the con-
ception of the long-range economic and political development of the common-
wealth of CEMA countries., Consistent implementation of this policy, com-
bined with coordination of national economic development plans, especially
in the process of carrying out long~range speclal-purpose cooperative pro-
grams, will not only help to speed up the process of economic and political
consolidation of the fraternal countries as sovereign soctalist states, but
will also speed up and augment the prerequisites for their still closer eco-
nomic convergence in the future. The party and government attribute first
importance to development of cooperation on a long-term basis. As Comrade
L..1. Brezhnev noted in the report of the CC CPSU to the 253th party con-
gress, "it is not merely a question of great mutual economic benefit, but
also of a task of tremendous political importance. It is a question of
strengthening the material foundation of our commonwealth. "}

Doing everything to increase the effectiveness of the price factor as a
value instrument in planning and in solving the most important problems of
foreign economic cooperation, like any strategic goal in the economy, pre-
supposes that a number of independent tactical tusks be set along the line
of its attainment. From the standpoint of securing the principal conditions
for achievement of a strategic goal stated in such concrete terms it seems
to us necessary that the following problems be solved on a pricrity basis

in the field of the theory and practice of price determination:

i, push development of the theoretical and methodological foundations of
price determination in mutual cooperation so as to take into account the pe-
culiarities of the stage of socialist economic integration;

ii. continue study of the problems of convergence of the methods of domes-

tic price formation of the CEMA countries in accordance with the joint re-
search planned in this field in the framework of CEMA;
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111, coordinate more closely work on the problems of further improvement of
price determination in the foreign economic relations of the CEMA countries

with the results of the study and practice of monetary relations among them

as they develop.

At the present time scientifie work is being carried on in all three direc-
tions within the various CEMA countries. ‘these questions are also being
systematically studied by the respective work groups of CEMA in order to
reconcile the pogsitions of the countries.

So, with respect to the problem of convergence of systems of national price
determination, we can even now assume general acknowledgment of the advis-
ability of concentrating principal attention on the study of the principles
and methods of price determination in effect in the CEMA countries so that
possibilities and pathways for their convergence can be defined from the
standpoint of methodology. Thus we are not talking about identifying the
prices of gpecific commodities, but of achieving a mutual understanding
among the countries to eliminate or reduce in domestic price systems dif-
ferences of a methodological character that pertain to natural, economic,
social or historical factors, as well as to peculiarities in economic plan-
ning and management, insofar as this is possible and feasible. The program
of research on this problem specifically provides for study of the possibil-
ities of standardization of procedures for calculating the production cost
by elements, of convergence of methods of determining profitability, of
methods of stimulating the development of scientific-technical progress
through prices, ete. As a result of convergence of principles and methods
of price determination, in our view, we should expect a further improvement
of domestic value indicators in all CEMA countries, That will obviously
create a more reliable basis for international comparisons of price levels
and relations prevailing in the various countries, and consequently for dis-
covering the most economical producers of various products, selection of ra-
tional directions of industrial specialization and cooperation, and higher
efficiency of cooperation in the context of its long-range production and
technical forms. In other words, domestic price systems will be able to
participate more energetically in this process of price determination serv-
ir3 the sphere of foreign economic activity of the CEMA countries.

The drafting of economic and organizational measures to improve monetary and
financial relations among the CEMA countries, especially with respect to
strengthening and intensifying the role of the collective currency (the
transfer ruble) by ensuring its actual convertibility, realistic rate of ex-
change and gold content, is related to improvement of the process of price
~etermination, in the opinion of economists of the CEMA countries, along two
wain lines: first, through the function of the measure of value which the
transfer ruble performs relative to contract prices, and also through the
relationship of exchange coefficients that make it possible to compare in-
ternational and domestic valuations; second, the collective currency itself
acquires a realistic commodity support on the basis of the planned develop-
ment of commodity trade of the CEMA countries at mutually agreed contract
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prices, whlch thanks to the methods the countries use to eliminate the harm-
ful influence of conjunctural factors of the capitalist market ensure sta=
billey of the collective currency and independence from the manifestations
of crigis in the capitalist monetary syatem, Nor ean we fall to take into
account thut in general the degree to which the rate of exchange of the
transfer ruble is realistic depends, as we know, on the relationship pre-
valling between world and contract prices. As a consequence, the results of
putting order into mutual monetary relations should not in our view be re-
garded so much as an indigpensable condition for improving the "technical”
means of price determination as one of the ways making it possible to sub-
stantially Increase the effectiveness of the monetary factor's participation
in devising an economically sound and highly effective gystem of contract
prices.

Development of the theoretical and methodological foundations of price de-
termination is among those problems which are virtually perpetual metamor-
phosis of the tasks, conditions and forms of cooperation to which prices
should unfailingly react, organically "become part" of what is new, stimu-
late what is progressive, and lop off what iy outdated and inefficient., As
a category which is by its nature economically energetic and which operates
in direct dnterrelations with other parts of the cconomic mechanism of CEMA
(foreign exchange, credit and cost-accounting relations), prices cannot but
evolve in accordance with the general lines of improvement of the mechanism
of cconomic cooperation and of its principal instruments. Each time, more-
over, in the process of solving new problems facing price determination the
causes of digsatisfaction with the present system are analyzed, those direc-
tions in price determination which have ceased to meet the requirements of
the new stage are criricized, and proposals are presented concerning possi-
ble variants for restructuring the system of foreign trade prices of the
CEMA countries.,

The efforts of economists aimed at seeking ways of improving price determi-
nation in the various stages of cooperation already have their own history,
and there have been a whole series of hypotheses. Moreover, regardless of
differences in approach to solving the problem all economic scientists have
focused on the questions of selecting the optimum value base for prices in
mutual trade in the products of economic activity; the principles governing
their determination; and methods of guaranteeing effectiveness of foreign
economic relations for all participants in cooperation through prices. 1In
their search for a solution the adherents of various conceptions, depending,
of course, on their fundamental initial positions, have differently evalu~-
ated the correspondence of the price base used to the interests of develop-
ing cooperation among the CEMA countries; they have taken a position as to
whether the price system relying on that base promotes development of pro-
gressive tendencies in foreign economic relations of the countries of the
international socialist comronwealth, on the character of relations between
contract prices and other objective value parameters and on what that char-
acter should be, and on the best way toward the most rational shaping of a
system of contract prices in the future, Time and experience in the
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development of eooperation have testad the various conceptions with respect
to how seientifically convineing and practically viable they are.

At the present time the intensive davelopment of socialist economic integra-
tion among the CEMA countries, in our opinion, has created a situation in
price determination where the task of intensifying research in the fileld of
the methodology of price determination has again baen put on the agenda,
especially in relation to long-range programs for cooperation in production.
It 18 on that basis that we have analyzed, as far as we could, the degree of
actual realization of the principles and methods of determination of con-
tract prices so as to discover what correction actual reality is making in
the ideal schemes and in order to take into account new requirements in rec-
omnendations concerning further improvement of prices.

The results of the analysis conducted in this monograph, as well as the con-
clugions, which have been made by authors of other similar studies, made it
posuible to arrive at the conclusion that the principal methodological short-
coming of most scientific work done on improvement of the system of prices
gerving the foreign economic relations of the CEMA countries has been the
desire to use unambiguous criteria and uniform methods when and where there
existed no uniformity in the conditions and forms of cooperation. The high
degree of methodological rigidity and the categorical lack of ambiguity in
the approach to solving this ramified, economically very delicate and po-
litically acute problem have in large part accounted for the unsoundness of
a number of conceptions expressed in the economics literature concerning im-
provement of price determination in the face of the great diversity of ac-
tual reality.

[t {s very symptomatic that the logical pattern of this conclusion at the
same time suggests 1n essence a way of solving the problem of prices which
1s more acceptable in practical termg--the way of a differentiated and mul-
tifactor approach to price determination in accordance with the specific na-
ture of the forms of cooperation and the special-purpose cooperative pro-
gram. As a matter of fact, this conclusion has already been repeatedly
confirmed in practice, which provides specific examples in which a system of
prices created to operate under the conditions of foreign trade, as an inde-
pendent form of development of foreign economic relations among the CEMA
countries, prove to be ingufficiently effective when applied to the long-
range productive forms of cooperation.

The distinguishing methodological peculiarity of price determination of the
CEMA countries in the present stage, when on the one hand traditional forms
«f foreign trade cooperation have fully retained their importance, while on
he other the new and integrative forms of cooperation are developing at a
fast pace, is, then, the need for work to be done along two main lines. The
first concerns the purely foreign trade form of cooperation, which constantly
and directly feels the influence of the world market, where the factor of
world prices, specifically adjusted when necessary to take internal condi-
tions into account, are still an unconditional base criterion; the second
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concerns the long-range production and technical forms of cooperation, for
which forelgn trade is the final stage; in these forms (for example, indus-
trial cooperation) factors within the system cun have far greater importance,
It therefore follows that in both cases value factors at three levels--world-
wide, regional and national--will as a rule take part in the process of price
determination, Only the degree of adjustment of world prices as the base
criterion to take into account the factors of the national and reglonal level
will vary in this context., Thus this method 1s referred to as differentiated
not because it uses different base criteria, but becausa of the changing role
of the individual factor as a function of which of the different forms of co-
operation is involved.

Many economists of the CEMA countries now share this point of view concerning
the legitimacy and advisability of applying the differentiated approach in
devising a system of contract prices when there exist diverse forms of coop-
eration and relative to various commodity groups. Back in the late sixtles
this position (though the term, which was later established, was, however,
not used) was taken, for example, by V. N, Zhukov and Yu., Ya. Ol'sevich,
when they wrote that "there exist sizable differences between the conditions
of production and exchange within the member countries of CEMA and the world
capitalist system, and these differences are not diminishing. Therefore the
relations of world costs and prices, even adjusted to eliminate conjunctural
fluctuations, will in future become inadequate as a criterion of the propor-
tions of economic cooperation and price determination on the market of the
CEMA countries."? Yu, S. Shiryayev notes that the idea of the differenti-
ated approach has become widespread among economists of the CEMA countries:
"An approach that provides for selective improvement of the prices of for-
eign trade as the necessary grerequisites and needs for this arise is not at
present disputed by anyone."

The advisability of making practical use of the method of the differentiated
approach was given its most thorough and varied theoretical and methodologi-
cal justification and recognition in the papers and statements made by par-

ticipants in the International Conference on Problems of Improving Price De-
termination, which was organized in CEMA in May 1975. 1In our view the main

reason for this is that the differentiated and multifactor method of setting
contract prices actually unified two such extreme positions as the proposal

that world prices should be used as the exclusive base and the proposal that
domestic costs of the CEMA countries should be used exclusively, which makes
it possible to find an acceptable solution to the problem of price determi-

nation in the most widely varying concrete situations.

The study of the ways of improving prices functioning in the system of for-
eign economic relations of the CEMA countries has drawn the attention of
economists in the various stages of mutual cooperation because of the impact
of causes and circumstances of various kinds. The inevitability of a deep
interest in this problem in the contemporary period of economic cooperation
results fundamentally from the need to define promising directions for im-
provement of price determination in the stage of intensive development of
socialist economic integration.
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